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THE TREASURY AND THE BANKS UNDER 
SECRETARY SHAW. 


Lrsiiz M. SHaw was appointed Secretary of the Treas- 
ury on January 16, 1902. He continued in charge of the 
Treasury department of our government until March 4, 
1907, his term of office being one of the longest in our his- 
tory. It was longer, in fact, than that of any of his pred- 
ecessors since the establishment of our independent treasury 
system, the institution toward the breaking up of which 
the Secretary’s energy and ingenuity were particularly 
directed. During the period of his administration the 
country was exempt from unsettlements due to foreign 
wars and free from serious domestic crises either in politics 
or in trade. Yet Mr. Shaw’s policy was characterized 
by innovations and stretchings of his constitutional powers 
such as ordinarily an administrative official only makes 
as a last resort in moments of helpless and unforeseen 
catastrophe. It is well within the truth to say that no 
treasury official since the Civil War has so shaken the 
accepted traditions of that department, launched so many 
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changes and experiments of policy, and left behind him 
so varied a series of fresh precedents. 

In order to arrive at a clear understanding of what Mr. 
Shaw intended by his various measures and proposals, 
and in order to form a fair judgment of his policy in its 
details and as a whole, it will be well to keep freshly in 
mind the peculiar features which differentiate American 
banking relations from those of England or of Continental 
countries, for these peculiarities underlie the problems 
that the late Secretary set himself to solve. 


Most of the practices and projects of the late Secretary 
gave new impetus to the disintegration of that peculiar 
feature of American finance, the independent treasury 
system. Ever since the system was established seventy 
years ago, men had been endeavoring to modify or sup- 
press it by legislation, but Secretary Shaw attempted to 
dispose summarily of the questions that remained by a 
series of executive orders. We can, perhaps, best place 
Mr. Shaw’s policy in its proper perspective by recalling 
the weak points in the Treasury system, and reviewing the 
previous efforts which had been made to rectify them. 

The shortcomings of the independent treasury scarcely 
need to be reiterated. The very idea of keeping one’s ac- 
cumulations in carefully guarded idleness pertains to the 
conditions and habits of the Middle Ages. It is not prac- 
tised to-day in enlightened communities by corporations 
or individuals, and only exceptionally and limitedly does 
it survive among governments, federal, state, and munici- 
pal. In England all of the public funds, and in France 
and Germany by far their greater portion, are kept in the 
custody of the central banks; and in most of the American 
states banks are also used as repositories for the state 
revenues pending their disbursement. Yet in almost any 
European country the plan for handling its funds adopted 
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by our federal government in 1846 might be employed 
with far less disturbance to business than it is apt to cause 
in the United States. With a single treasury official pro- 
posing all measures of taxation and all bills of appropria- 
tion, and holding himself responsible for their approximate 
equalization, an independent treasury would not result 
in the haphazard withdrawals of money from the circu- 
lation, and injections of money into it, with which we have 
so long been familiar in the United States. The com- 
munity might still be confronted with a periodical absorp- 
tion of money if the weeks when most of the taxes were 
being paid did not coincide with those of the government’s 
greatest disbursements; but such regularly recurring move- 
ments could be readily predicted, and due provision 
could be made to meet them. Unfortunately, in the 
United States the government finances are subject to no 
such unity of control, and are productive of no such har- 
monious results. With one Congressional committee 
preparing a set of bills for raising money, and a group of 
eight or more quite distinct committees preparing the 
bills for spending it, and no committee concerning itself 
very seriously with the plans of the others, our methods 
are not planned to effect even a rough balance between 
income and expenditure. The committee on ways and 
means, in framing revenue measures, not only is without 
definite information as to the appropriations to be made 
by the spending committees, but not infrequently in the 
past has been more anxious to devise legislation that would 
further particular industries than to frame laws that would 
furnish the exact amount of revenue required. The 
several spending committees in their turn not only make 
their recommendations without a clear knowledge of what 
is being proposed by the other spending committees, or 
of the condition of the government’s income, but also 
have often evinced an inclination to assert their individual 
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importance in obtaining for their constituents the largest 
possible share of the total revenue. No American can 
ever be surprised as a European would be, at any diver- 
gence, no matter how large one way or the other, between 
government revenue and expenditure." We are accus- 
tomed to seeing a surplus balance accumulate in the Treas- 
ury from time to time to the extent of several hundred 
millions of dollars, all of which, under a rigorous applica- 
tion of the independent treasury principles, would be 
drawn out of the active circulation or the banking reserves.’ 
And we are equally accustomed to seeing this situation 
reversed, and the surplus turned to a defici} as a result 
of some change in fiscal legislation, or some sudden reaction 
in the fertility of taxes, and then the accumulated hoards 
are poured back into the circulation, regardless of the 
community’s needs. The difficulty is increased by the 
fact that these movements of money in and out of the 
Treasury tend to occur with annoying perversity in direc- 
tions quite contrary to the needs of business. It is es- 
pecially in the periods of abounding prosperity, when the 

1 The following table shows the fluctuating balances between ordinary revenues 
and expenditures during the last four decades.- The ‘‘ordinary’”’ revenues do not 
include receipts from loans or certain other unusual receipts, and the ‘‘ordinary”’ 


expenditures do not include repayments of the public debt and similar items. The 
figures represent millions of dollars. 
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banks are experiencing the most active pressure for loans, 
and when currency is most in demand, that our taxes, and 
particularly the customs dues, which are our chief source 
of revenue, become unusually prolific. The government, 
in other words, tends to lock up more and more money in 
its vaults at exactly the times when the community in 
general, and the banks in particular, stand in greatest 
need of it. On the other hand, it is in months of business 
stagnation, when the bank reserves are already swollen 
with idle money, and the circulation is already redundant, 
that our taxes are apt to become less fertile, and that the 
treasury hoards tend again to be unloaded upon the banks 
and into the circulation, although obviously these are the 
periods when such additions are least desired. 


These shortcomings of the independent treasury, ex- 
aggerated as they are by the absence of a balanced budget, 
were recognized and tentatively dealt with by Treasury 
officials very soon after the system went into operation. 
As early as 1853 the excessive accumulation of money in 
the Treasury excited apprehension, and led Secretary 
Guthrie to attempt its reduction by offering to purchase 
unmatured bonds at a premium. The same method was 
used by Secretary Cobb to disburse a surplus and relieve 
stringency during the critical period of 1857, and later 
Secretaries have again and again resorted to the expedi- 
ent in order to dispose of superfluous revenues. 

When the national banking system was established a few 
years later under the exigencies of the war, another means 
of escape from the difficulty was offered in the provision 
of the act of 1863, that public money, except customs dues,” 


1 The reason for excluding customs dues from this privilege was that they were 
paid in gold which the government wanted to accumulate, while the banks at the 
time carried on their transactions in a discounted paper money. The exception 
survived on the statute books until March 4, 1907, altho the occasion for its 
existence ceased twenty-eight years before with the resumption of specie payments. 
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might be deposited in the national banks—a privilege which 
was qualified in the following year by the statement that 
the Secretary should require the depositary banks “to 
give satisfactory security by the deposit of United States 
bonds and otherwise, for the safe-keeping and prompt 
payment of the public money” so deposited. This modi- 
fication of the independent treasury system was doubtless 
primarily intended to furnish additional inducement for 
the organization of national banks and the consequent 
absorption of bonds, but the increase in taxes and the heavy 
borrowing incident to the war virtually necessitated the 
employment of some such agency in order to avoid a tem- 
porary withdrawal from use of the vast sums being col- 
lected. Secretary Fessenden and Secretary McCulloch 
both employed the national banks as fiscal agents and as 
depositaries, and both testified to the aid rendered by them 
to the department. After the war and in the course of 
the seventies, when the government was carrying through 
large refunding operations, this provision of the national 
bank act proved especially serviceable, for the proceeds 
of new bond sales could be left in the banks while the old 
bonds were being withdrawn, and in this way an other- 
wise inconvenient contraction of the currency was avoided. 
Secretary Sherman, it appears, had to his credit at the end 
of May, 1879, deposits amounting to no less than $279,544,- 
645, almost all of which had accrued from bond subscrip- 
tions incident to the refunding of the 5-20s. This marks 
the highest level that the public deposits have ever reached. 
One can easily imagine how great would have been the 
distress, had such a large portion of the country’s money 
been suddenly taken from current activity and segregated 
in the government Treasury.” 


18ee Finance Report, 1866, p. 171. 


? Secretary Sherman said that the principal difficulty in refunding arose out of 
the provision in the act of Congress that ninety days’ notice should be given to the 
holders of bonds by the government, when it exercised its option to pay. Prudence, 
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The extensive use of the national banks at this time as 
depositaries for the proceeds of loans was apparently re- 
garded as involved in their employment as financial agents 
of the government in placing these loans, and had the 
special justification of being more or less incident to the 
vicissitudes of war. It was not often singled out for 
particular criticism, altho the general policy of “con- 
sorting” with the banks was bitterly assailed and Secre- 
tary Sherman was unsparingly blamed for alleged favorit- 
ism in the choice of depositaries.. When the government’s 
loan operations were completed, however, the general 
consensus of opinion for a long time seems to have opposed 
the Secretary’s making any large resort to the banks as 
depositaries for the ordinary revenues, so that during the 
eighteen years following 1879 the public deposits in the 
banks averaged less than 20 millions. Only once dur- 
ing the period, in 1887-8, when Secretary Fairchild 
found his department overwhelmed with an increasing 
balance of more than 300 millions, and when a fifth of the 
country’s money was said to be locked up in the Treasury’s 
vaults, did the public deposits rise much above 15 millions. 
In the face of the alarming accumulations of this period 
Mr. Fairchild naturally felt bound to check impending 
financial pressure by restoring at least a portion of the 
money to trade; and this he did, not only by large pur- 


he said, required the actual sale of 4 per cent. bonds before a call could be made to 
the holders of the 5-20 bonds, and this involved the retention of the sums borrowed 
during the three months’ interval. John Sherman’s Recollections, vol. ii. p. 707. 
See also his letters to the Senate of March 26 and April 5, 1879, 46th Congress, ist 
Session, Senate Executive Document, No. 9, and Senate Executive Document, No. 
9, Part 2. 


1See John Sherman’s Recollections, vol. ii. p. 708. He was especially charged 
with having favored the First National Bank of New York. 

Mr. Sherman appears at one time to have entertained some doubts as to the 
legality of the general policy of making such deposits with the banks, inasmuch 
as he obtained the opinion of Attorney-General Devens on August 30, 1877, before 
adopting it. John Sherman’s Recollections, vol. i. p. 602. See also 46th Congress, 
2d Session, House Executive Document, No. 9, pp. 136, 117, where the opinions of 
Attorney-General Devens and Comptroller Knox are given in full. 
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chases of bonds in the open market, but also by offering 
to increase his deposits with the banks, and by instituting 
several new rulings designed to induce banks to qualify 
more largely as depositaries. Up to this time the maxi- 
mum amount ordinarily intrusted to any one bank (except 
on loan account in the case of bond subscriptions) had been 
$500,000, but Secretary Fairchild increased the allowance 
to $1,000,000. The earlier practice, too, had been to allow 
the banks to hold public money only up to 90 per cent. of 
the par value of the bonds deposited as security, a ratio 
established when the bonds were selling at or below par, 
and no longer pertinent when the 4 per cents. com- 
manded a premium of 25 per cent. In fact, it precluded 
the chance of finding many banks willing to comply, and 
so Mr. Fairchild changed this ruling also, in May, 1887, and 
a balance equal to par was allowed upon 4 per cent. 
bonds. In October, in view of the prolonged stringency 
in the money market and the increasing amount of surplus 
in the Treasury, and as an added inducement to banks to 
become depositaries, the rule was again changed, and a 
“balance was allowed equal to 110 per cent. of the face 
value of 4 per cent. bonds and par of the 4} per cents., 
whenever a sufficient margin remained to cover the largest 
deposit likely to be received in any one day.” 

By these varied means Mr. Fairchild succeeded, in the 
course of 1887, in transferring some 40 millions from the 
Treasury vaults to the banks; but it was claimed at the 
time that his efforts to restore Treasury hoards to the 
circulation were more or less nullified, as regards their 
intended effect, by the resultant contraction of bank-notes. 
As notes could only be obtained to the extent of 90 per 


1 Commercial and Financial Chronicle, vol. xlv. (1887) p. 488. In this connec- 
tion it is interesting to observe that twelve years later, on December 30, 1899, 
under Secretary Gage, one institution, the National City Bank of New York, held 
government deposits amounting to $15,668,812, while the Hanover National 
Bank held $4,649,694. 

















——— a 

















THE TREASURY AND THE BANKS 527 


cent. of the face value of the bonds, there was said to be 
an advantage in transferring bonds from the account of 
security for circulation to the account of security for public 
deposits; and this claim was more or less supported by 
the fact that the circulation decreased during the year by 
the identical sum of 40 millions. Mr. Fairchild himself 
admitted “that the increased percentage of deposits al- 
lowed upon the security of the bonds deposited did have 
the effect of somewhat diminishing the circulation of na- 
tional bank-notes,” ... altho he thought by “not more 
than four or five millions.’’* 

At the end of February, 1888, the government deposits 
touched $61,546,000.2 By this time came a vehement 
outcry from the political platform and the public press— 
in particular from the orators and papers appearing under 
Republican auspices—against the continuance of such 
a policy.* The succeeding Secretary, Mr. Windom, 
declared the policy “wholly unjustifiable.’ He objected 
to making such deposits on the ground that it involved 
“temptation to favoritism of the most objectionable 
character’; on the ground that the withdrawal of such 
deposits, when once made, would be difficult and disturbing 
to business; on the ground that “it involves the exercise 
of a most dangerous power of the Secretary, whereby he 
may, if so disposed, expand or contract the currency at 
will”; and on the ground that it was unjust to the gov- 
ernment to grant the banks the free use of money, and 

150th Congress, lst Session, vol. xxviii., House Executive Document, No. 
243. Cf. John Jay Knox, History of Banking, pp. 191, 192. 

2 See appended table, No. 1, p. 567, and appended chart, facing p. 568. 


3In the campaign of the following autumn Mr. Blaine and other Republican 
speakers continually found in this policy material for rhetorical attacks upon the 
administration. In Detroit on October 3, 1888, for instance, Mr. Blaine declared 
that ‘‘more than $60,000,000 had been loaned without interest to various banks 
throughout the country, resulting in an annual gratuity of $3,000,000 given by the 
President and Secretary of the Treasury to the rich bankers, when it might more 
worthily have been bestowed upon the poor soldiers.” Boston Daily Advertiser, 
October 4, 1888. 
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at the same time pay them interest upon their bonds 
placed as security." During Secretary Windom’s ad- 
ministration the surplus for various reasons disappeared, 
and the government’s deposits with the banks were again 
reduced to a normal working balance of less than 20 mill- 
ions. There they remained until the administration of 
Secretary Gage, beginning in 1897. 

In the later nineties the money in the Treasury again 
reached unusual proportions. Mr. Cleveland’s hundred 
million bond sale in January, 1896, carried the Treasury 
balance to $271,641,748, and then, as business recovered, 
and taxes, especially under the Dingley tariff, became more 
productive, this heavy balance tended to be maintained. 
Later, as the $200,000,000 of Spanish War bonds in 1898, 
and the new war taxes, poured in their additional floods, 
it mounted to still higher levels, and the treasury balance 
in September, 1898, again passing the 300 million mark, 
registered $307,557,502. Secretary Gage found himself 
in a predicament like that of Secretary Fairchild a decade 
before, and he met the situation in very much the same 
way, by prepaying the interest and capital of bonds and 
by increasing his deposits with the banks, with the differ- 
ence only that he resorted to the latter method more ex- 
tensively. Before the end of 1898 Mr. Fairchild’s much 
criticised aggregate of 61 millions of deposits had been 
left far behind, altho the balance accumulated in the 
Treasury was not so large by many millions. On the last 
day of October the government deposits reached $95,014,- 
970, and during the next period of stringency, towards the 
close of the following year, the total was swept even above 
100 millions, altho the Treasury balance still lacked 50 
millions of the aggregate it had attained in Mr. Fair- 
child’s time. Mr. Gage’s deposits with the banks were 
almost double those of Mr. Fairchild, altho the Treas- 


1 Finance Report, 1889, p. |xxxviii. 
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ury’s condition was by no means so ominous. Mr. Gage, 
in his turn, now became the object of bitter assault through- 
out the country, his action even being subjected to special 
Congressional investigation. By a ruling of Secretary 
Gage on December 6, 1899, the deposits in national banks 
had been limited to par on bonds bearing 4 and 5 per cent. 
interest, to 95 per cent. of their par on 3 per cents., and to 
90 per cent. on the 2 per cents. But during the next 
period of serious pressure, in September, 1901, Mr. Gage 
sought to release funds by removing all of these distinc- 
tions and making all classes of bonds available at par for 
deposits? The deposits at the end of December, 1901, 
thus reached $112,653,534.° 


The policy pursued by Secretary Gage marked well 
the transition to the following régime. When Secretary 
Shaw came into office, the government was still collecting 
more than it was spending, so that very soon thereafter, 
at the end of May, 1902, the Treasury balance reached 
proportions in excess of the record surplus of 1888. It 
still continued to increase, tho slowly, until September, 
1903, when it amounted to $389,417,184. This fact is 
usually offered in explanation of the radical innovations 
of practice introduced by Mr. Shaw in the autumn of 1902 
and in the course of the following year. It should be ob- 
served, however, that the actual amount of money in 
the Treasury offices at the end of August, 1902, was only 


1See 56th Congress, Ist Session, House Dx t, No. 264, vol. Ixxix. (3976); 
Senate Document, No. 121, vol. ix. (3851). The Congressional criticism at this time 
was directed mainly at the fact that Secretary Gage had made disproportionately 
large deposits with the National City Bank of New York, and had used that insti- 
tution as an agency through which the government funds were to be distributed 
among other banks; but repeated objection was made also to the extent of his 
deposits with banks in general. 


2 Finance Report, 1902, p. 137. 
3 See appended table, No. 1, p. 567, and chart, facing p. 568. 
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about 8 millions more than was in those offices a twelve- 
month before,’ the reason being that Secretary Shaw had 
followed Secretary Gage’s example, and had deposited 
with the banks a large part of the additions to the balance 
as they accumulated. Moreover, it should be borne in 
mind that the accumulation of such a large Treasury 
balance during the years from 1898 to 1902 had been ac- 
companied by no currency contraction, for in the mean- 
time, despite the growing absorption of money by the 
Treasury, the money in actual use had increased in the 
course of the four years by more than 470 millions of 
dollars. It could not be truthfully said, therefore, that 
radical action was necessitated either by the contraction 
of the currency or by the locking up of the public money 
in the sub-treasuries, altho there was a manifest tendency 
for money to accumulate there. 

When the autumn stringency of his first year in the sec- 
retaryship came around, the situation in the money mar- 
ket in New York was more acute than usual. The reserves 
in the New York banks in September, 1902, fell below the 
25 per cent. minimum, which had only happened once 
before since the memorable summer of 1893, and the ap- 
proach of the decennial anniversary of that convulsive 
year naturally suggested anxious comparisons and tended 
further to increase the tension. Herein is to be sought 
the real reason for Secretary Shaw’s unprecedented 
measures at this time. The situation furnished him with 


ITREASURY BALANCE. 








Treasury Treasury _——9 Circulation. 
Lugust 31, 1896 $243 millions | $227 millions | $16 millions | $1,539 millions 
August 31, 1898 204 =“ 229 =“ 65 “ 1,792 Ka 
August 31, 1901 329—C i’ 226 108“ x ” 
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his first opportunity to assume a parental relation towards 
the banks, and to put in practice his belief that one of the 
government Treasury’s functions is to serve the money 
market as an ever-present help in time of trouble. He 
hurried to the relief of the market, and not only resorted 
to the traditional expedients, but invented several new 
ones. He anticipated payment of interest upon outstand- 
ing bonds, as many Secretaries had done before. He also 
made purchases of bonds for the credit of the sinking fund, 
in October even offering a premium-of 37} per cent. for 
the 4 per cent. bonds of the loan of 1925—the highest 
premium that any Secretary had ever paid. He increased, 
as we have seen, the government deposits in the cdleaal 
banks, carrying them in December to the unprecedented 
level of $150,216,599, or two and a half times the amount 
of the deposits which had brought such virulent criticism 
upon Secretary Fairchild fourteen years before. In doing 
so he opened accounts with many institutions which had 
not been used before, increasing the number of depositary 
banks to 577, or over a hundred more than had ever been 
employed at any one time in previous years. These were 
all well-known expedients pressed to unaccustomed limits. 
But in the course of the autumn of 1902 Secretary Shaw 
launched two new rulings, quite without precedent. 


I. On September 29, 1902, he offered to accept other se- 
curity than government bonds for deposits of public money 
—a plan which had been advocated by the New York Cham- 
ber of Commerce upon several occasions. His first offer was 
to take the same general class of state and municipal bonds 
as is permissible for investment by savings-banks in certain 
of the States, each case to be considered by itself. But 
on October 23, the Treasury committee in charge decided 
to accept the uncontested bonds of any State, or of any city 
the debt of which (exclusive of water debts and sinking 
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funds) was less than 7 per cent. of the city’s assessed valua- 
tion. Mr. Shaw thought that this ruling would not only 
make the receipt of government deposits easier for the 
banks, but would release government bonds and make them 
available as a basis for increased circulation, it being ex- 
pressly stipulated that any government bonds released 
must be used for taking out additional notes. He would 
thus not merely avoid the contraction of bank-notes which 
previous Secretaries had found apt to accompany an in- 
crease in the public deposits,’ but would be able to stimu- 
late a double increase in the currency by enlarging the 
note issue and releasing idle money at the same time. In 
the course of October and November the bonds of five 
States and of seventeen cities were thus employed to the 
amount of 20 millions,? and within those months the 
Treasury deposits in the banks increased by 15 millions, 
and the bank-note issue by 18 millions. 

The general collapse of the financial market in 1903 
checked the further expansion of credit, and, altho the 
Treasury balance made a new record level of $389,417,184 
in September of that year, there was no repetition of the 
monetary stringency of 1902. The minimum reserves of 
the New York banks were not trespassed upon, and Mr. 
Shaw not only did not extend the privilege of pledging 
city and state bonds for government deposits, but actually 
restricted it. By June 30, 1903, the use of such bonds had 
been reduced to $17,290,900, and by June 30, 1904, their 
amount had declined to $3,675,500. In the course of the 
year 1904, however, he still further increased the range of 
acceptable securities by also receiving railroad bonds to 
the extent of some 18 millions, and during the last year of 
his secretaryship (1906), when the Treasury balance was 
again rising, Mr. Shaw went further in this direction than 


1See above, p. 527. 
2 Finance Report, 1902, p. 138; 1903, p. 122. 3 Ibid., 1904, p. 117. 
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ever before, and accepted state, city, and railroad bonds 
to the amount of $77,918,825." 

Whether or not Secretary Shaw was within the law in 
construing the statutory phrase ‘‘ United States bonds and 
otherwise” as authorizing his acceptance of other securi- 
ties in place of government bonds, has been a fruitful sub- 
ject for controversy ever since his order was promulgated 
in 1902. The Congressional discussion at the time of the 
passage of the act makes it indubitably plain that the 
framers of the act intended by its terms to provide security 
for the government deposits, not only by government 
bonds, but also by additional personal bonds, in accordance 
with the earlier practice of the Treasury Department. 
The following discussion took place in the House on 
April 2, 1864:’— 


Mr. Hooper. I move to amend the forty-fifth section by in- 
serting after the word “bonds,” in the eleventh line, the words 
“‘and otherwise,” so that the clause shall read: and the Secretary 
of the Treasury may require of the associations thus designated 


1 Finance Report, 1906, p. 115. 
This is the aggregate of such miscellaneous collateral accepted during the year 
1906. It was distributed as follows:— 


0 Se rae eee ae $61,586,000 
NS SS A eo eee 1,200, 
coe Fhe eS oe eee 15,132,825 


$77,918,825 


The relative proportions of the railroad, state, and city bonds respectively ac- 
cepted have not been made public. The following table made up from recent 
Finance Reports shows the total of such collateral held on certain dates :— 


November 20,1002 ......+6-. $20,505,500 
CTs < 6d 6 0-6-4 3 2 « % 17,290,900 
5. Se cere |S aw 6 ams 3,675,500 
Dns es eas ees es © 8 3,466 ,500 
SE eer 20,198,825 
September 30,1906 ......... 35,891,325 


State, municipal, and high-grade railroad bonds, such as are legal investments 
for savings-banks in the States of New York and Massachusetts, have generally 
been accepted at 90 per cent. of their market value. The Treasurer of the United 
States on July 1, 1907, held in trust to secure public deposits with the bank deposi- 
taries about 85 millions of such bonds, comprising hundreds of different kinds, but 
as the banks have been permitted to substitute one kind for another, as those 
originally furnished mature, the kinds of bonds are changing from day to day. 


2 Congressional Globe, 38th Congress, 1st Session, Part II., p. 1401. 
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satisfactory security by the deposit of United States bonds and 
otherwise for the safe-keeping, etc. 

Mr. Houtman. I would inquire of the gentleman what the effect 
of that amendment is. The security now required of these deposi- 
taries is the bonds of the United States. The gentleman from 
Massachusetts proposes to insert the words “or otherwise” after 
the word “bonds”; that is to say, the security shall either be bonds 
of the government or such other security as the Secretary of the 
Treasury may require. What other security does the gentleman 
from Massachusetts refer to? 

Mr. Hoorzr. By the present arrangement or rules of the De- 
partment the Secretary requires a personal bond in addition to 
the deposit of United States stock, and it was to cover that point 
that I offered the amendment. 

Mr. Stevens. The words are “and otherwise,’ not “or other- 


wise.” 
The amendment was agreed to. 


This construction of the law seems to have been un- 
deviatingly followed from 1864 down to Mr. Shaw’s time." 
Mr. Shaw, however, interpreted the words ‘“‘and otherwise”’ 
as virtually meaning “or otherwise,” and as providing 
for the substitution of other bonds instead of government 
bonds rather than in addition tothem. So far as is known, 
no earlier authority for this construction of the phrase 
can be found in the forty previous years of national banking 
history. In the Treasurer’s report for 1903 Mr. Ellis H. 
Roberts sought to locate precedents for Mr. Shaw’s practice, 
and called attention to the fact that during the first year 
of the national banking system’s existence personal bonds 
were used as collateral for the deposits in larger measure 
than government securities. The report of the Treasurer 
for 1864 is cited as showing that in that year $19,312,700 
in personal bonds, and only $10,697,050 in government 
securities were pledged for the deposits.? This can scarcely 


1See John B. Phillips, Methods of Keeping the Public Money of the United States, 
p. 131, note. 


2 Finance Report, 1903, p. 127. 
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be quoted as a precedent, however, inasmuch as it occurred 
before the passage of the substitute national bank act of 
June 3, 1864, which contained, for the first time, the clause 
quoted above requiring security for deposits by “ United 
States bonds and otherwise.’’* Mr. Roberts also states 
that occasionally in later years between 1866 and 1883, 
personal security was accepted in small amounts, aggre- 
gating a total of $4,345,000 for the period of seventeen 
years. There is no indication, however, either in Mr. 
Roberts’s report of 1903 or in the Treasurers’ reports from 
1866 onward that deposits were made upon the security 
of such personal bonds alone and unsupported by govern- 
ment bonds; and, if it be true, as has been asserted with 
considerable authority,’ that the receipt of personal bonds 
was invariably in addition to the deposit of government 
securities, the cases cited furnish no warrant whatever on 
the ground of earlier practice for Mr. Shaw’s policy. 
Administration leaders appear to have been conscious 
of the questionability of Mr. Shaw’s practice, and in the 
later years of his administration repeatedly tried to secure 
the adoption of an act by Congress which would ex- 
plicitly legalize the acceptance of other collateral. Altho 
nothing was accomplished in the way of such legislation 


1 The first national bank act of February 25, 1863, stated no requirements as 
to collateral for the government deposits. C/. Act of February 25, 1863, Section 
54, with Act of June 3, 1864, Section 45. 


2Mr. Charles 8S. Hamlin, formerly Assistant Secretary of the Treasury, in a 
letter published in the New York Evening Post on August 21, 1904, said:— 

‘*A careful examination of the Treasury Reports from 1864 onward left some 
doubt in my mind as to whether personal bonds alone were ever accepted for 
government deposits, and I wrote the department, asking that the archives be 
examined and that definite information be given upon this point. I have ascer- 
tained the following facts:— 

**(1) No deposits have been made since the National Bank act on the security 
of personal bonds alone. 

**(2) Allsuch deposits were secured by the pledge of government bonds at par 
in addition to personal bonds taken in many cases, except that in the year 1887 
for the first time deposits were allowed up to 10 per cent. above the par value of 
the 4 per cent. bonds of 1907, which were then selling in the market at about 
126.” 
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during Mr. Shaw’s term of office, on the very day of his 
retirement, March 4, 1907, the so-called Aldrich bill be- 
came a law, authorizing by implication the acceptance of 
‘other securities” by providing that ‘‘the Secretary shall, 
on or before the first of January of each year, make a public 
statement of the securities required during that year for 
such deposits.” For the future, then, no question as to 
the legality of such action can arise, and future Secretaries 
will be unreservedly free to release by substitution, and 
make available for circulation purposes, whatever amount 
of government bonds they choose. 


II. Upon this same September 29, 1902, the day of 
the first issuance of his offer to accept other than govern- 
ment bonds, Mr. Shaw made another surprising announce- 
ment with regard to the government deposits, equally at 
variance with the common interpretation of the law 
and the traditions of the department. He informed the 
depositary banks that they need no longer keep reserves 
against their holdings of public funds,—a measure which at 
once affected about 130 million dollars upon deposit 
throughout the country, of which 40 millions were in New 
York. In New York City alone he thus added by one 
stroke 10 millions to the amount hitherto held as reserve 
against other deposit liabilities, or the basis for 40 millions 
of new loans, while in other parts of the country he set 
free the basis for an immediate credit expansion of no less 
than 90 millions. His plain intention in this ruling was 
to afford a double relief to the suffering market by contri- 
buting a large increase to the ordinary bank reserves, and 
making the banks at the same time more eager recipients 
of additional government deposits. Mr. Shaw claimed— 
and one can easily agree with him—that the government 
did not need, in order to secure its deposits from possible 
loss, any special reserve of cash, inasmuch as it was amply 
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protected by the bonds deposited as collateral. On the 
other hand, of course—and this Mr. Shaw seems to have 
overlooked — the public funds ought always to be kept so 
available that their utilization, when desired, will not incur 
embarrassment to the banks or disturbance to the market; 
and this would seem to involve the retention of a portion 
of the funds in the form of cash on the part of the depositary 
institutions. In fact, the maintenance of a proportional 
reserve against government deposits would seem to be 
only the part of good banking and sound Treasury finance. 
Nor can it be regarded as any hardship to the banks, which 
are receiving the use of considerable amounts of public 
money without any charge whatever, to be required to 
keep 6, or 124, or even 25 per cent. (as the case may be) 
of the sums gratuitously lent in immediately available 
form. The Secretary evidently, however, did not attach 
much importance to such considerations. 

Mr. Shaw’s authority for the ‘no reserve” ruling was 
even more open to question than was that for his “other 
security” order. It was based, as may be seen from the 
transcript of a portion of the circular given below, upon 
a certain measure of tolerance in the enforcement of the 
law which the Comptroller of the Currency was authorized, 
by the national bank act, to exercise. The framers of the 
law in all likelihood contemplated allowing only an oc- 
casional and temporary postponing of its enforcement. 
It is incredible that they intended to endow the Secretary 
with power to set aside permanently any part of the laws 
which they had provided. Mr. Shaw’s circular, however, 
took the form of an announcement of an indefinite and, 
to all intents and purposes, permanent suspension of the 
law, and so it has been treated by the government and 
by the banks ever since. The circular of October 4, 
1902, with its strained interpretation of the law, read as 
follows :— 
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The National Banking Act, as you are well aware, lays down 
the rule that all associations shall maintain a certain reserve against 
all deposits ; failing to do which the ‘Comptroller of the Currency 
may notify any association” “‘to make good such reserve.” Failing 
to do which within thirty days, “the Comptroller may, with the 
concurrence of the Secretary of the Treasury, appoint a receiver,”’ 
etc. 

The law therefore lays down the rule that the reserve shall be 
maintained, but lodges a discretion with the Comptroller and 
with the Secretary of the Treasury as to the enforcement of the rule. 
You are therefore notified that the rule will not be enforced so far 
as it relates to government deposits secured by government bonds. 
It must be borne in mind in this connection that it is not the in- 
tention of the Department to encourage increased credit. On the 
the contrary, very great conservatism should be exercised. But 
it is the desire of the Department that no worthy business interest 
shall suffer simply because a bank has invested its money in gov- 
ernment bonds to secure a government deposit, and to that extent 
has relieved the Treasury from a growing surplus, and has thus 
restricted its capacity to extend accommodation. 


No similar order had ever been issued before. . In fact, 
the only precedents that have been alleged are the mo- 
mentary violations of the general reserve requirements 
which are continually being tolerated in one place or an- 
other, and the brief relaxations upon a larger scale which 
have occurred in certain abnormal periods, such as the sum- 
mer of 1893, or in the case of the enormous loan funds held 
by the banks during the refunding operations of 1879. 
These non-enforcements of the law at most have not 
continued for more than a few weeks at a time, and, so far 
as is known, have never been openly recognized as having 
the deliberate sanction of the Treasury Department. 

Mr. Shaw’s order abolishing reserves against govern- 
ment deposits cannot be said to have been enthusiastically 
received by the public, even as reflected in the financial 
columns of many of the New York papers. The Evening 
Post, for example, was “convinced that this riding down 
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of both law and precedent by the Treasury will be visited 
in all conservative quarters with the severest condemna- 
tion,’ and Bradstreet’s, in commenting upon events in- 
cident to the measure, concluded that it “enforces once 
-~ain the importance of divorcing the Treasury Department 

m direct connection with the business of the country.” ? 
The New York Clearing House Association at once agreed 
to continue the usual reserve requirements against its 
members, and to this day (July, 1907) the Clearing House 
banks continue to include the United States deposits 
with total deposits* in calculating the percentage of 
reserve held by them. In the publications of the Treas- 
ury Department in Washington, however, the government 
deposits have been omitted from the calculation of re- 
serves ever since the issuance of the order on September 29, 
1902, just as if some change had been made in the national 
banking laws. 

Such were the main features of Mr. Shaw’s policy during 
his first year in office. “These operations were not begun,” 
he assures us, “untila condition existed which, in the 
opinion of many leading bankers of New York City, justi- 
fied the issuance of clearing-house certificates, and when 
a resort thereto was being seriously considered.” * Need- 
less to say, the clearing-house certificates were not issued, 
nor any further discussed. From that time on the banks 
of New York no longer felt obliged in times of stress, to 
rely upon methods of self-help and mutual relief, as they 
had in similar periods that went before. 


1 Evening Post, September 30, 1902, p. 6. 
2 Bradstreet’s, October 4, 1902. 


3 Ina letter dated June 17, 1907, Mr. William Sherer, manager of the New York 
Clearing House, writes: ‘‘Government deposits are included in the item of ‘deposits” 
in our tabulation of the weekly statements submitted by the Clearing House banks 
You will also find noted separately the changes in the excess reserve based upon the 
government deposits included and excluded, respectively, in the total deposits. 
In calculating the percentag of reserve held by the banks, we include the United 
States d it: in the calcul 


¢ Pennies Report, 1906, p. 37. 

















540 QUARTERLY JOURNAL OF ECONOMICS 


III. Mr. Shaw’s next innovation was made in the 
autumn of 1903. Previous Secretaries, in making deposits 
with the national banks, had simply allowed the internal 
receipts to accumulate there as they were paid in, but had 
not dared make deposits of money that had actually been 
passed into the Treasury. The accepted belief had always 
been that revenue once turned into the Treasury, could not 
be taken out and deposited elsewhere, inasmuch as the 
Constitution explicitly enjoins that ‘‘no money shall be 
drawn from the Treasury but in consequence of appro- 
priations made by law.”' Secretaries Sherman, Fairchild, 
and Gage, under whose administrations we have seen large 
deposits made by the government with the banks, never 
transferred money from the Treasury to those institutions, 
but merely allowed the bank holdings to accumulate out 
of the daily internal receipts.’ Mr. Shaw, restive under 
a restriction which limited his power of relieving the market 
in times of stringency to the paltry half-million a day 
received from current internal revenue, set about dis- 
covering a means of escape. If the Constitution had pro- 
vided that money should not be withdrawn from the 
Treasury except by vote of Congress, he ingeniously con- 
cluded that the difficulty would be removed by ruling that 
banks which served as depositaries were ipso facto part of 
the Treasury. This would permit the internal revenue col- 
lections, which had already been put into what had before 
been considered exclusively the Treasury, to be transferred 


1 Constitution of the United States of America, Article 1, Section IX., § 7. 


2 Secretary Sherman, in reply to a Senate inquiry on March 26, 1879, asserted 
that ‘‘no moneys have been transferred from the Treasury to the banks.”” 46th 
Cong ress, 1st Session, Senate Executive Document, No. 9. 

John Jay Knox, writing of Secretary Fairchild’s deposits, said that ‘‘the money 
was not taken out of the Treasury and paid into the banks, but consisted of 
internal revenue collections that were deposited with the banks as made by the 
collectors. For this reason many banks, after depositing a million in bonds, 
found that they had to wait a considerable time before the full amount of public 
moneys to which they were entitled was received.’’ History of Banking, p. 192. 

Secretary Gage, when endeavoring to relieve the acute stringency of December, 
1899, only felt authorized to announce that he would ‘‘continue to allow the internal 
receipts to accumulate in the banks to the extent, if necessary, of 30 or 40 millions 

dollars.” 
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from that depositary to the depositary banks. The funds 
would, under this ruling, be merely moved, to use the termi- 
nology of one of the statutes which he cited in justification 
of his view, from one “‘apartment’’ of the Treasury to 
“such other apartments as are provided as places of de- 
posit of the public money.” ' 

Throughout the summer of 1903, while the bankers 
and financial writers debated as to whether or not the im- 
pending crop movements would cause the familiar au- 
tumnal difficulties, Mr. Shaw lost no opportunity to assure 
them that there would be no stringency, but not until the 
end of August did he reveal the reasons for his confi- 
dence. On the 27th of that month he made public his 
new ruling as to the transfer of money from the Treasury, 
and announced that during the months preceding he had 
already sequestered $38,458,641 of internal revenue and 
miscellaneous receipts with which he would replenish the 
money market in case of any emergency. He was willing 
to put all of this sum in the hands of the banks, and enough 
more of future collections to make the amount so deposited 
$40,000,000. A few days later he began to make such 
deposits, and during the next two months about $16,000,- 
000 were added to the government funds in bank custody. 

The radical significance of this measure can scarcely 
be exaggerated. Of all Secretary Shaw’s innovations it is 
the one most pregnant with possibilities of use and abuse 

1 The following two sections of the revised statutes were quoted by Secretary 
Shaw in support of this ruling: ‘‘Section 3591. The rooms provided in the Treasury 
building at the seat of government for the use of the Treasurer of the United States, 
his assistants and clerks, and occupied by them, and the fireproof vaults and safes 
erected therein for the keeping of the public moneys in the possession and under 
the immediate control of the Treasurer, and such other apartments as are provided 
as places of deposit of the public money, shall be the Treasury of the United States” 
(Act August 6, 1846). ‘‘Section 5153. All national banking associations, desig- 
nated for that purpose by the Secretary of the Treasury, shall be depositaries of 
public money, except receipts from customs, under such regulations as may be pre- 
scribed by the Secretary; and they may also be employed as financial agents of the 
government; and they shall perform all such reasonable duties, as depositaries of 


public moneys and financial agents of the government, as may be required of them.” 
See Commercial and Financial Chronicle, vol. lxxvii. p. 471. 
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as a precedent. It was an announcement to the banks in 
advance of any actual banking panic that the Secretary 
intended to relieve them in case they were in need. It was, 
moreover, an announcement that the process of relief need 
no longer be gradual, but might include prompt assistance 
of indefinite dimensions. The public funds which were 
collected in drops, and which had never before been re- 
turned to the market except in small doses, might hence- 
forth be returned in floods. It virtually meant that the 
Secretary held the entire Treasury balance at his disposal 
to lend at such times and to such banks as he chose, and 
that he expected to use it freely in support of what he 
took to be the general business interests. If doubts had 
still been extant as to the tendencies and limits of Mr. 
Shaw’s policy, there could be no question thereafter. It 
was definitely clear now that, in his opinion, the Treasury 
ought not to be administered as a merely fiscal institution 
which, in periods of redundant revenue, might vary its 
usual policy by allowing the banks to collect some of its 
checks and temporarily retain their proceeds, but that Mr. 
Shaw reckoned among the essential functions of the Treas- 
ury the guardianship and protection of the money market. 
Of this belief his later conduct and proposals bore abun- 
dant witness. 

During the years 1904 and 1905 Mr. Shaw’s resource- 
fulness was put to no further tests. Trade activity slack- 
ened for a time, and not until the closing months of the 
latter year did any severe tension reappear. Meanwhile 
the Treasury, as a result of diminishing receipts and heavy 
extraordinary expenditures, including $50,000,000 for the 
Panama Canal, had experienced a deficit. The Secretary 
had been obliged to withdraw about $100,000,000 from 

1 The character of this measure was well indicated by the language of the Sec- 
retary on September 5, 1903, when he assisted certain St. Louis banks which had 
become heavily involved with advances to the Exposition in that city. He spoke 


of it not as a deposit of public funds, but asa ‘‘temporaryloan.”” New York Evening 
Post, September 10, 1903. 
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the banks to meet appropriations, and when the money 
pressure was again felt in October, 1905, Treasury re- 
sources were no longer sufficient to allow him to offer 
his customarily lavish assistance. All through the late 
autumn, when money rates ran high, rumors were rife 
that the Secretary contemplated measures of relief, and 
upon repeated occasions he visited New York ‘‘to confer 
with prominent bankers and business men.” Yet no step 
was taken. The fact that the Treasury balance had de- 
clined to the lowest point it had touched since he assumed 
office was doubtless one reason for his inaction. But Mr. 
Shaw was probably also influenced by the continued buoy- 
ancy of the stock market and the current belief that specu- 
lation in stocks was causing half the trouble, and that 
speculators were deliberately continuing to bid up prices 
in the expectation of Treasury assistance to the banks. 

In 1906, with abounding prosperity, the government 
receipts again became redundant, and the Treasury balance 
entered upon another cumulative movement which in- 
volved an increase of nearly $100,000,000 in the course 
of the calendar year." Meantime money was in such urgent 
demand in New York that at four different times during 
the year the bank statements showed a deficiency of re- 
serves,—in April, September, November, and December. 
Mr. Shaw, therefore, had ample opportunity during 1906 
to employ his inventive ingenuity in devising fresh meas- 
ures for getting money into the channels of trade and for 
relieving market distress. 


IV. Probably the most important innovation of this 
sort made by him during this, his last year in office, was the 
plan, tried in periods of stringency both in April and Sep- 
tember, of using the government surplus to facilitatel 


1The Treasury balance registered on December 31, 1905, $289,780,373; on De- 
cember 31, 1906, $387,235,899. 





ll 


544 QUARTERLY JOURNAL OF ECONOMICS 


imports of gold. On April 14 it was officially announced 
for the first time, that the Secretary would allow any de- 
positary bank which engaged to import gold, to anticipate 
the arrival of thegold, by withdrawing alike amount in cash 
from the Treasury upon pledge of savings-bank collateral 
as security. The sum so withdrawn was to be regarded 
as a temporary loan, and to be returned to the Treasury 


as soonas the goldarrived. In providing such an arrange- 


ment, Mr. Shaw virtually reduced the cost of importing 
gold by the amount of interest during transit, and raised 
by so much the “gold import point.’’ In other words, he 
endeavored to make it profitable for the depositary banks 
to import gold without waiting for sterling exchange to 
fall to the normal “‘gold point.” 

This was a measure which distinctly had nothing to 
do with the fiscal interests of the government. Gold 
imports are not a matter of government concern. They 
are part of a banker’s private business. It was not the 
result of Treasury absorption of money, for the Treasury 
report of April 14 showed that the government offices had 
lost some 7 millions since March 1. Its frankly avowed 
intention was to influence the financial market, and it 
had no other reason for existence. In accomplishing this, 
Mr. Shaw temporarily eliminated, so far as the national 
banks were concerned, one item of expense in their foreign 
exchange operations. He gave them an advantage, for the 
time being, over all other firms engaged in the same busi- 
ness; and his action naturally excited criticism among 
the private bankers who found themselves discriminated 
against.’ Critics also attacked his method of announcing 
his decision. It appeared that several days before the 


1 For estimates of the financial profit accruing to the banks favored by Mr. Shaw’s 
measure see the Evening Post (New York) for April 21, 1906, Financial Section, 
also the Commercial and Financial Chronicle, vol. bxxxii. p. 1069 (May 12, 1906); 
and vol. lxxxiii. pp. 1002, 1003 (October 27, 1906). A large amount of the gold 
brought in under the order came from Australia, which made the profits unusually 
large, because the money advanced by the Treasury was employable by the importing 
bank for periods of from thirty to forty days. 








— 
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public or the other banks were informed of his intention 
Mr. Shaw had seen fit to make private arrangements with 
two New York banks for gold imports under the plan. 
The National City Bank had been awarded by private 
negotiation a temporary loan of $10,000,000 out of the 
public funds, and the Hanover National Bank had received 
$2,000,000, fully two days before any other firms were 
made aware that such privileges were to be available. 
Mr. Shaw’s excuse was his desire to forestall the com- 
petition for gold in the London market which an open 
preliminary announcement of his policy might have evoked. 
The unwisdom of the action was recognized, however, 
even by those who praised his general policy. Nor was 
hostile criticism mitigated by the general publication at 
this moment of the fact, which had not been widely known 
before, that one of these same banks had been favored by 
the Treasury for several weeks, and possibly months, 
preceding, with virtually the same privilege under a differ- 
ent guise. This had been accomplished by allowing the 
bank in question to count as part of its reserve its impor- 
tations of gold during their period of transit to New York. 
The imported gold had thus been made practically available 
as a basis for loans from the moment of its purchase abroad, 
and the item of time cost in such imports had been as com- 
pletely eliminated as under the subsequently adopted plan. 
We have no published evidence as to how long or as to 
what extent this practice had been employed.’ It was a 
relaxation of the law apparently made in favor of a par- 
ticular bank, and not officially announced. From this 
point of view Mr. Shaw’s circular of April 14, 1906, was 
to be commended. It at any rate had the virtue of ex- 
tending openly and to all national banks the privileges 
that before had been privately extended to a few. 

Just why Mr. Shaw should have chosen to relieve the 


1 Bee Commercial and Financial Chronicle, vol. |xxxii, pp. 595, 657,719, 773, 893. 
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market this time by stimulating the import of gold rather 
than by placing additional deposits in the national banks, 
as in former years, was never publicly explained. His 
statement issued at the time seemed to indicate that, 
in his opinion, the natural movement of gold was towards 
this country, but that the flow was being lured to other 
markets by the practices of European banks. He ap- 
parently hoped to overcome what he took to be an arti- 
ficial diversion of gold from the United States by adopting, 
through the agency of the Treasury, measures similar to 
those which were being employed by the French and 
German central banks. Mr. Shaw in his last annual report 
pointed triumphantly to the fact that “in this way ap- 
proximately $50,000,000 (more than six carloads) in gold, 
largely in bars, was brought from abroad,”’’ implying 
that this large import of gold had resulted solely from 
his efforts. 

The Secretary’s measures doubtless helped to expedite 
the movement, but one may be sure that no such contribu- 
tions could have been added permanently to the monetary 
stock of the country unless there were deeper-lying reasons 
for the increase than Mr. Shaw’s cheapening of the cost of 
import. One may be equally sure too that, if the reasons 
existed, the money would have sooner or later been brought 
to the country without the assistance of the Secretary, 
and despite the impediments offered by European banks. 
In artificially forcing the market Mr. Shaw helped mo- 
mentarily to relieve the strain, but, in so far as his efforts 
were effective in bringing in gold which would otherwise 
not have come, he tended to create a situation conducing 
to a subsequent reverse movement of gold, with all of its 
possible consequences. The relief of the money market 
which his measure afforded meant a decline in the rates of 
interest and a consequent lowering of the incentive for 


1 Finance Report, 1906, p. 39. 
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further gold imports. Its eventual tendency, therefore, 
must have been to counteract the very movements which 
in the first instance it was designed to stimulate. It was 
an objectionable interference with the free movement of 
gold reminiscent of Mercantilist measures of the seven- 
teenth century. 

After the gold import order had been operating for about 
six weeks, Mr. Shaw concluded that it was no longer needed, 
and abrogated it summarily and without warning on May 
29.1 On September 5, however, he announced (this time 
in advance) that, beginning with September 10, he would 
repeat his operation of the previous spring, and would again 
deposit public money with institutions engaging gold for 
import. This offer continued open until October 23, when 
it was likewise discontinued without previous notice. 
Meanwhile $44,606,000 of gold had been imported at New 
York through Treasury advances, and $2,000,000 at Bos- 
ton, while $7,457,844 came in unaided.? During these 

1 It appeared a day or so later that the National City Bank had engaged to bring 
$1,000,000 from Australia on the assumption that advances would be promptly 
procurable, as previously. Mr. Shaw, on being informed of the situation, made the 
desired deposit in that bank, with $500,000 additional representing a further pur- 


chase of Australian gold. Commercial and Financial Chronicle, vol. |xxxii. p. 1234 
(June 2, 1906). 
2 The following table, showing the extent to which a few New York banks were 
favored by the orders, is taken from the Finance Report of 1906, pp. 117-120. 
Deposits TO sTIMULATE GOLD ImPoRTs. 
The $49,870,000 deposited between April 24 and July 10 were distributed as 
follows:— 


pS ee $31,000,000 
Hanover National Bank, New York ........+.+++s e685 4,000,000 
Chase National Bank,New York ...............- 2,000,000 
National Bank of Commerce, New York .........224+e8 3,370,000 
pS SS) OO RSS eee eee eee 7,000, 

Fourth National Bank, New York ......:5:+cscccsees 1,500,000 
National Shawmut Bank, Pe Sos: won. ow & Ts ew eral 1,000,000 


The $46,606,000 deposited between September 10 and October 10, were distrib- 
uted as follows:— 














National City Bank, New York, .. 2... 2s eee ee eee $25,078,000 
Hanover National Bank, ee ee 298,000 
Chase National Bank, a RR I apg oa oo ae 2,800,000 
National Bank of Commerce, New York... .... 2. ee ees 9,105,000 
oS SRS ee ee eee 2,340,000 
Bank of New York (National Banking Association), New York ... 1,170, 000 
Bourth National Bank, New York .......-2ccsccee 3,815, 

National Shawmut Bank, > Soe ete ceeees b 6 eS 2,000,000 
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six weeks the leading money centres of Europe were brought 
to the very verge of panic. The Bank of England raised 
its rate of discount from 3} to 4 per cent. on September 
13, to 5 per cent. on October 11, and to 6 per cent. on 
October 19, the highest point it had touched since the dark 
period of the Boer War in 1900. The Bank of Germany 
on September 19 raised its rate from 44 to 5 per cent., and 
carried it to 6 per cent. on October 10. Both institutions 
also felt obliged to resort to whatever other expedients 
were at their disposal, in order to obstruct the further de- 
pletion of their gold. For this reason Mr. Shaw’s discon- 
tinuance of his order on October 23 was a measure of 
relief to almost every European capital. 


One shortcoming of American banking, the discom- 
moding effects of which have evoked discussion for two 
generations, and for which Secretary Shaw also offered an 
executive remedy, is its unresponsiveness to the chang- 
ing demands of trade.- The power of the banks to expand 
their credit in moments of emergency, and their incentives 
to contract it in periods of diminished activity have been 
notoriously inadequate. The world over variations are 
experienced in the community’s need for money between 
different seasons of the year, as well as from one year to 
another; but these variations are felt with peculiar urgency 
in a country like ours, where agricultiire with its unpre- 
dictable changes, bulks relatively so large. Every one 
knows how the effect of these changes in America is focussed 
upon the national banks of New York, how the banks 
throughout the rest of the country keep their balances and 
part of their reserves in New York, how the New York 
banks pay interest upon these balances, and so are obliged 
to find a profit by lending them out on call to brokers, 
and then how, year after year, the pinch is felt in New York 
at harvest time, when the balances are called home to the 
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West, North and South. At such times it would be very 
convenient for the banks, especially for those in the 
financial centres of the East where the drain is most dis- 
turbing, if they could expand their credit in place of the 
money which has been temporarily called away. It would 
be well, too, if in the slack months and lean years, they 
were strongly motived to reduce their credit in conformity 
with the diminishing demand. The fact is only too famil- 
iar, however, that our banking regulations with regard to 
the extension of credit both in the form of notes and of de- 
posits, have tended, ever since the national banking system 
was established, to make our means of payment peculiarly 
inflexible and-unadaptable in amount. 

The bond requirement for the notes makes their issue 
depend more upon the amount and price of government 
bonds than upon the community’s needs, while the delays 
incident to the deposition of the bonds, and the restrictions 
upon the retirement of the notes, often make it impossible 
to obtain additional currency or to withdraw redundant 
issues before the need for a change has passed.’ At the 


1 The claim has sometimes been made with a considerable show of plausibility, 
that under our regulations notes are apt to be issued in quantities just contrary 
to the tendencies of d d. During a period of general depression, for instance, 
when funds are accumulating in the banks and there are few opportunities for em- 
ploying capital, it is said that the banks can poe well afford to buy bonds 
ata premium and make the y red 1 deposit, altho at such moments 
there is no real need for additional notes. On the other hand, when the bank re- 
serves are low and business very active, the banks can ill afford to have their funds 
tied up in bond premiums and redemption deposits, and the note supply is therefore 
likely to be diminished. The elasticity of our note system has, on this account, 
been characterized as ‘‘perverse,’’ meaning that it is elastic in the wrong way, 
tending to expand when it ought to contract, and to contract when it ought to ex- 
pand. (See H. R. Seager, Introduction to Economics, pp. 340, 341.) This claim 
somewhat magnifies the evilsof thesystem. It overlooks the fact that in periods of 
business stagnation, when interest rates are low, the price of bonds runs high, 
which tends in turn to check increasing issues, and that vice versa, in very active 
periods when high rates for money prevail, the price of bonds is inclined to sag, 
which tends to encourage further issues. 

The experience of the country during the last seven years indicates that, even 
in periods of the greatest activity, there is no longer much likelihood of a con- 
traction of the notes. The act of March 14, 1900, so reduced the expense of issue 
that, since that time, there has been an almost uninterrupted increase; and this is 
likely to continue at an even more rapid rate, if additional bonds are issued for the 
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same time the requirement of a proportional minimum 
of cash against all deposits fixes an uncompromising limit 
to the extension of loans and discounts in this more usual 
form of credit. From the instant that the required re- 
serve has been touched, no matter how critical the need, 
if the law is strictly enforced, no further accommodation 
can be granted. In few other countries is the issue of 
notes subject to such cumbrous regulation as here, and 
the American limitation of deposits is without parallel 
anywhere. 

Mr. Shaw believed, nevertheless, that, even without 
further legislation, the rigidity of American bank credit 
might be remedied, as could most other defects in our 
banking system, through the agency of the government 
Treasury. In his opinion, all that was required to infuse 
elasticity into our currency was the further elaboration of 
expedients which he had already invented and employed. 


V. We have already noted, in passing, one of the 
ways in which he attempted to render the currency more 
elastic. We have seen him in the slack months of 1903 
accumulating with premeditation some 40 millions in the 
Treasury vaults, that he might have it available for market 
relief in the stringent months of the autumn. In 1906 he 
repeated the experiment upon a still larger scale. To use 
his own words, he “undertook the task of making some 
slight provision for the inevitable. He withdrew from 
the channels of trade $60,000,000, and locked it up. This 
was accumulated in part by deliberate and premeditated 
withdrawals. His only excuse,” he adds, “‘for withdraw- 
construction of the PanamaCanal. In the seven years which have elapsed since the 
passage of that act the note issue has increased at an annual average of 62 millions, 
and there has never been any retrogression of significant proportions. The question 
for future consideration is how to promote the contraction, rather than how to 
provide for a greater expansion of the note issue. Mr. Shaw, however, in the autumn 


of 1906 proposed a plan for making a further permanent increase in the note issue 
of $200,000,000. Finance Report, 1906, p. 46. 
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ing the people’s money when they did not need it, and 
when its presence invited speculation, was to have it ready 
to restore when they did need it, and when its absence 
would bring certain disaster.”* On September 27 the 
Secretary announced that, in his opinion, the time had 
arrived for the extension of relief, and that $26,000,000 of 
government money would at once be contributed to bank 
deposits in addition to further temporary deposits against 
engagements of gold. 

Nor did he intend that these government funds should 
be used to foster speculation in the stock market. Ac- 
cording to his views, as quoted in the Washington de- 
spatches of that day, if the whole $26,000,000 were put 
into the New York banks, they would be swallowed up 
within a week or two in the maelstrom of speculation. He 
planned, therefore, to distribute his deposit benefactions 
as widely as possible. They were to be scattered among 
institutions in no less than twenty-six different cities, 
covering the crop-moving area of the West and South 
as well as the financial centres of the East, but New York 
City was to get only $3,000,000.2, Mr. Shaw’s precautions, 
however, were not destined to succeed. Notwithstanding 
his announcement as to the distribution of the deposits, 
it soon appeared that probably half of the $26,000,000 had 
found a resting-place in the banks of New York. Amounts 
at first offered to banks in other cities were declined be- 
cause the banks could not supply the required collateral, 
and other deposits actually made in interior cities were 
reconsigned to New York because of the higher rates of 
profit there prevailing.® The projected diffusion of the 

1 Finance Report, 1906, p. 41. 

2 Chicago was also to receive $3,000,000, while Boston, Philadelphia, St. Louis 
and New Orleans were to get $2,000,000 each; Baltimore, Louisville, Kansas City 
and Cleveland, $1,000,000 each; Pittsburg, Buffalo, Minneapolis, Milwaukee, 


Detroit, Cincinnati, St. Paul, Omaha, Des Moines, Denver, Sioux City, Memphis, 
Peoria, Atlanta, Nashville and Sioux Falls, $500,000 each. 


3See Evening Post, October 6, 1906; also Commercial and Financial Chronicle, 
vol. lxxxiii. p. 780. 








552 QUARTERLY JOURNAL OF ECONOMICS 


public funds thus proved a partial failure on account of 
the impossibility of controlling their eventual destination. 

In making these large deposits with the banks in the 
stringent periods of 1906, Mr. Shaw introduced a further 
element of premeditated flexibility by providing in advance 
for their retraction during specified, and presumably less 
active months. When, on March 2, he announced that 
he would deposit $10,000,000 in certain cities, it was with 
the distinct understanding that it would be recalled in 
the following July. The $26,000,000 distributed under 
the offer of September 27, was deposited with notice that 
it would probably be recalled about February 1, 1907; 
and again on December 5, when he offered an increase of 
$10,000,000, it was on condition that it be returned 
between January 20 and February 1. These dates of 
withdrawal were fixed, not by the expected needs of the 
Treasury, but by the probable changes in the currency 
demand of trade. They represented primarily an effort 
on the part of the Secretary to make the country’s currency 
more elastic. 


VI. Mr. Shaw’s experiments in elasticity were not 
confined alone io the deposits. He attempted also to 
adapt the note issue by executive decree to the fluctuating 
needs of business. By changing his decision from time to 
time as to acceptable collateral for.the government de- 
posits, he endeavored alternately to increase and decrease 
the amount of government bonds available as a basis for 
the notes. When he gave notice that he would permit na- 
tional banks, having deposits of government funds secured 
by government bonds, to substitute municipal and other 
securities for such collateral, it was generally on condition 
that the bonds so released be used at once as the basis for 
new bank-note circulation. In this way he thought to 
make bank-notes available, instead of reserve money, to 
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meet the increased requirements of the moment for autumn 
business. and crop ‘distribution: Then, in the less active 
months that followed, he tried to force a retirement of this 
emergency circulation, by ordering a resubstitution of 
the government bonds as collateral for the public deposits. 
It was on September 29, 1902, that Mr. Shaw first allowed 
the depositary banks to offer other than federal bonds to 
secure the public funds, and four months later, on January 
20, 1903, when normal trade conditions were restored and 
money rates again were easy, he rescinded the order, and 
demanded the withdrawal of the unusual security before 
the end of the following July. His evident intention was 
to call in gradually, between January and August, the 
extra circulation issued during the emergency of the pre- 
vious autumn. But, altho he had succeeded in adding to 
the currency during the stringent months of 1902, his 
efforts at contraction in the slack months of 1903 did not 
achieve an equal success. On August 1, there were not 
only no signs of contraction, but the note circulation reg- 
istered an increase of fully $33,000,000 above the level at 
which it had stood in the beginning of January.* 

Mr. Shaw, needless to say, never acknowledged that the 
expedient had failed. In 1906 he turned to the provision 
of note elasticity upon a larger and more systematic scale. 
On October 18, he announced that he would accept other 
securities against government deposits to the extent of 
$18,000,000, provided that a similar amount of govern- 
ment bonds were used to take out new notes. At the 
same time he planned for a future contraction of the circu- 
lation, when the supposedly special need was past, by 
stipulating that the notes so issued should be retired at 
the rate of $3,000,000 per month between March 15 and 
September 1 of the following year. The Washington de- 
spatches which announced this offer reported him as say- 


1 See appended table, No. 2, p. 568. 








554 QUARTERLY JOURNAL OF ECONOMICS 


ing that through this experiment ‘‘ he expected to demon- 
strate in a limited form the benefits of an elastic cur- 
rency.” Mr. Shaw once more succeeded in giving new im- 
petus to the expansion of the notes, but his efforts to pro- 
vide for their subsequent contraction were as ineffectual as 
before. The circulation on January 1, 1907, revealed an 
increase of no less than 24 millions over the amount out- 
standing at the beginning of October; but the issue con- 
tinued steadily to increase after that date, even during the 
months of the following spring and summer, when Mr. 
Shaw had arranged for contraction." 

Altho Mr. Shaw had exercised a control over the cur- 
rency and over financial conditions such as no other official 
in this country had ever exercised, and for which no official 
in Europe has authority, he was by no means content with 
the measure of his power. In his report for 1906 he asked 
that the Secretary be given additional and virtually abso- 
lute authority over the expansion and contraction of bank 
credit. He thought that the Secretary should be em- 
powered to decide whether or not the banks should retire 
their circulation, and by what amounts. “It would be 
wise,” he said, “to clothe the Secretary of the Treasury 
with discretion whether he will allow retirement of the 
circulation at any given time, and to place such limitation 
thereon as in his judgment will best conserve the business 
interests of the country.”* The Secretary ought also, in 
his opinion, to be able to force a contraction of the notes 
when he saw fit. ‘Suppose the Secretary of the Treasury 
had authority to order the national banks to make deposit 
to the credit of the redemption fund of an amount equal 
to one per cent. of their circulation every fifteen days 
[between April and September]. . . . This would result in a 
eontraction of national bank circulation amounting to 


* See appended table, No. 2, p. 568. 2 Finance Report, 1906, p. 46. 
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sixty millions, and by requiring the bonds to remain on 
deposit, this amount could again be issued during the fall 
and winter, as necessity required.’’* 

Furthermore he believed that the Secretary ought to have 
power to decide at any time what proportion the banks’ 
reserves should bear to their deposits. He should be given 
authority, to quote again from the Secretary’s own words, 
“‘to require all banks at certain times fixed by him to 
slightly and gradually increase their reserves, and hold the 
same within their own vaults, with corresponding authority 
to release the same from time to time as in his judgment 
will best serve the business interests of the country.”? 

In his earlier reports Mr. Shaw had argued for currency 
reform through new enactments of the legislature. He had 
advocated the passage of a law which would allow the issue 
of bank-notes based upon general assets and made elastic 
by a heavy tax, and he had elaborated some of the details 
of a plan for grafting such a measure upon the existing 
system.* In his report of 1906, however, he was apparently 
more enamored of the power of the Treasury to affect 
the situation than of any scheme for improving the ma- 
chinery of banking. If only the Secretary of the Treasury 
could be endowed with the desired authority, he was not 
only sanguine as to the financial future of this country, 
but confident even of a serene future for financial affairs 
in the rest of the world. If he “were clothed with au- 
thority over the reserves of the several banks, and with 
power to contract the national bank circulation at pleas- 
ure,” and if, in addition, he “‘were given $100,000,000 to be 
deposited with the banks or withdrawn as he might deem 
expedient,”’ in his judgment, “‘no panic as distinguished 
from industrial stagnation could threaten either the United 
States or Europe that he could not avert.”* When inter- 

1 Finance Report, 1906, p. 49. 2 Ibid., ps 48. 


3 Finance Report, 1902, p. 60; Finance Report, 1905, pp. 24, 25. 
4 Finance Report, 1906, p. 49. 














B56 QUARTERLY JOURNAL OF ECONOMICS 





viewed as to the manner in which the control of the world’s 
markets would be carried on under his scheme, he was 
quoted as saying that, whenever money was scarce, he 
would let out enough of his $100,000,000 fund to relieve 
the stringency. If the money were needed in New York, it 
would be sent to New York. If it were needed in London, 
he would: deposit, say, $50,000,000 in New York, with the 
understanding that half of the amount was to be sent 
abroad to ease the strain there.’ In his official report, 
in fact, he frankly avowed that, if financial conditions were 
disturbed in Europe, he “would not hesitate to make de- 
posits in national banks on condition that the banks in 
turn promptly deposit an equal amount abroad.’’? Mr. 
Shaw admitted that the grant of powers which he sought 
was altogether beyond precedent in this country and 
without parallel elsewhere, but he claimed that no man not 
fit to exercise them had ever been or ever would become 


Secretary of the Treasury.’ 


In pursuing a policy and in proposing measures so alien 
to our traditions Mr. Shaw was doubtless impressed with 
certain characteristics of American banking which differ- 
entiate it from the systems of most other countries. No- 
where else will one find such equality of importance among 
the banks, and such absence of any predominant leader- 
ship. Nowhere else will one find so large a number of 
quite disconnected firms, or such mutual independence 
of action. We have no less than 16,000 separate banking 
institutions, and among them all, despite the considerable 
variations in size, a certain democratic equality prevails.‘ 


1 Evening Post, (New York), December 7, 1906. 

2 Finance Report, 1906, p. 40. 5Tbid., p. 49. 

‘Even the grouping of corporate and private banks and trust companies under 
common ownership, which has attracted so much attention in recent years, has not 
essentially modified this individualistic organization of the system as a whole. 
The amalgamations have, for the most part, been of firms within a single city, and 
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The largest is not particularly large when judged by Eng- 
lish or European standards, and none is in a position, either 
because of its dimensions or its privileges, to exert an effect- 
ive control over the policies of the rest. They recognize 
among themselves no headship. Each is free at any time 
to adopt whatever policy of expansion or contraction it 
may choose or its particular condition at the moment may 
warrant. Gold may come or gold may go, but no firm 
interposes inducement or hindrance to the movement 
except for its individual profit. So, too, in times of stress 
each is left to shift for itself, with no other aid than that 
which mutual self-interest and the ingenuity of the mo- 
ment may dictate. 

In England and in most European countries, on the other 
hand, the banks are ranged in a sort of hierarchy. There 
are a few central institutions in the financial capitals and a 
vast number of auxiliary offices, subject to their control, 
scattered throughout the country. Above them all stands 
one particular bank exercising leadership over the rest. 
One single institution, because of its ancient prestige, 
pre-eminence of capital, affiliations with the government, 
or its position as banker for the other banks, is able to 
guide financial conditions throughout the country to a 


have not often involved, as have the somewhat similar movements in England and 
Germany the combination of banks in different localities throughout the country. 
The national banking law still prohibits the federal institutions from opening 
branches. State laws seldom allow their banks to open offices beyond the boun- 
daries of the same city; and, except in the large financial centres, the intent of these 
laws has not been seriously evaded. The statistics published by the federal Comp- 
troller do not fundamentally misrepresent the American situation when they de- 
clare the existence of more than 6,000 separate banks incorporated under national 
authority and some 10,000 other banking firms organized under state tutelage 
(including the trust companies, but admittedly overlooking many local unincor- 
porated banks). The contrast of this with the situation in England is shown by 
the fact that the most complete English reports that we have reveal only 164 in- 
dependent banks, with, however, no less than 5,408 banking offices (Banker’s Maga- 
zine, London, February, 1907, p. 185). The contrast with Germany, too, is almost 
equally striking, where the best figures (which again are frankly uninclusive of many 
small banks) recorded only 220 separate firms for the end of the year 1904, while 
at the same time ten of these firms reported no less than 810 offices (Deutsche 
Ocekonomist, 28 Juli, 1906, p. 443). 
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considerable extent along what its directors take to be lines 
of public interest. It regularly endeavors to influence the 
market rates of interest, to stimulate movements of gold 
in and out of the country, to check banking excesses in 
periods of speculative excitement, and to relieve banking 
distress in times of general difficulty. 

Many an American before Secretary Shaw had admired 
this focalization of control and of responsibility in the 
money markets of Europe, and had tried to devise methods 
for recasting our banking arrangements in one way or 
another upon the European model. The usual plan con- 
templated the re-establishment of a relatively large and 
especially privileged bank, and a retrial of the experi- 
ment which had been twice unsuccessfully made early in 
our history. No person of authority before Mr. Shaw, 
however, had ever proposed that the government Treasury 
assume the supervisory powers exercised in Europe by the 
central banks, or that the Secretary of the Treasury should 
be intrusted with the guidance of banking policy and the 
general protection of the financial world. Occasionally, 
as we have seen earlier in this paper, in periods of acute 
distress, when the accumulation of a surplus in the Treasury 
appeared to be one of the sources of alarm, earlier Secre- 
taries had offered relief to business by prepaying the interest 
or capital of bonds, or by purchasing bonds in the open 
market, or by increasing the deposits in the national 
banks.’ Sometimes too, during sudden emergencies, in 
their endeavors to afford relief Secretaries had resorted 
to measures of doubtful legality, as when Secretary Bout- 
well allowed the reissue of retired greenbacks in October, 
1872, and in the memorable autumn panic of 1873.’ It 


18ee David Kinley, The Independent Treasury of the United States, pp. 174-201; 
C. A. Conant, The Principles of Money and Banking, vol. ii. pp. 369-375. 

? For a detailed account of Secretary Boutwell’s relief of the market in 1872 and 
1873 see article by Eugene B. Patton, entitled ‘Secretary Shaw and Precedents 
as to Treasury Control over the Money Market,”’ in the Journal of Political Economy, 
vol. xv. pp. 65-87. 
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was no new thing for the government, when business was 
actually involved in a crisis, to do what it might to check 
the disaster. But never before had a Secretary declared 
that it was the place of the Treasury to intervene in bank- 
ing operations outside of times of panic. Never before 
had a Secretary deliberately announced in advance that 
the government’s intention was to extend assistance in 
case the banks got into difficulties. Never before, in a 
word, had a Secretary attempted to incorporate among 
the regular and ordinary functions of the American govern- 
ment the paternal practices of the European central banks.' 
Mr. Shaw, however, went beyond all this. Not only did 
he adopt the methods and exercise the powers of the 
European banks, but, by audaciously stretching the natural 
prerogatives of his high office, he intervened in the affairs 
of banks in ways, and to a measure, not paralleled by any 
central bank in the world. 


Mr. Shaw’s administration of the Treasury was marked, 
we have seen, by at least six significant departures from 
the paths of his predecessors. (I) He placed government 
money with the banks upon other security than govern- 
ment bonds; (II) he exempted the banks from maintain- 
ing the legal reserve against government deposits; (IIT) 
he transferred to the banks public money which had already 
been turned into the Treasury; (IV) he artificially stimu- 
lated the importation of gold; (V) he deliberately with- 
drew money from the banks in certain seasons in order to 
redeposit it later; and (VI) he forced alternately the en- 
largement and retirement of the note issue by changing 
his orders about deposit security as he saw fit. In pur- 

1 Almost the only precedent for Mr. Shaw’s proposals which has been cited is 
&@ suggestion, apropos of the 2 t of the greenbacks, made by Secretary 
Boutwell in his Treasury report of 1872, wherein he recommended ‘‘that the cir- 
culation of the banks should be fixed and limited, and that the power to change 


the volume of paper in circulation [meaning the greenbacks] within limits established 
by law, should remain in the Treasury Department.” Finance Report, 1872, p. xx. 
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suing a policy so full of innovations, he acted under the 
same legislation as his precursors in office, for no new laws 
were passed during the period of his service which affected 
the relations of the Treasury and the banks. That some of 
his measures were unwarranted by the existing laws is suffi- 
ciently plain, and in several cases he undoubtedly over- 
stepped not only their letter, but their spirit. The verdict 
of history, however, is likely to depend upon considera- 
tions quite apart from the construction of the law. 

Mr. Shaw’s policy was objectionable because he was 
regardless of the law—an offence in itself not to be easily 
condoned. But it was even more objectionable upon 
economic grounds. For one thing, it inevitably tended 
to discourage prudent preparation on the part of the banks. 
The assurance that some one stands ever ready to help in 
time of financial need naturally removes the strongest 
motives for caution and thrift. It operates so with the 


1 Mr. Shaw’s attitude towards irksome laws is probably indicated by an interview 
with him in Chicago on December 29, 1905, upon the occasion of the Walsh failures. 
His statements may or may not have been correctly reported, but they were pub- 
lished, as given below, in the leading papers of the country, and they bear plausible 
indications of general authenticity. 

Mr. Walsh, the president of the Chicago National Bank, an institution capitalized 
at $1,000,000, it app d, had b d $1,748,000 from that institution upon nine- 
teen dummy notes of $92,000 each, signed by a dozen or more different persons. 
This was an obvious violation of the national banking law, which at that time for- 
bade loans to any one individual or firm of more than one-tenth of the bank’s cap- 
ital. Secretary Shaw, in referring to this circumstance, is reported to have said 
**that practically all the large banks in the United States are ignoring the 10 per 
cent. law, the violation of which caused the suspension of the John R. Walsh banks; 
that the business of the country is on such a basis to-day that such violations are 
not only not criminal in many cases, but actually necessary in handling the enor- 
mous volume of trade; that, while the Treasury Department does not ignore these 
technical violations to the extent of approving them officially, it has not endeavored 
to enforce the law to the strict letter in all cases; that Mr. Walsh had done nothing 
more than many of the bankers of the country are doing every day, but that, when 
he increased these loans to the extent that danger appeared to be impending, liqui- 
dation was the only proper method to pursue.”” Among other comments of similar 
tenor Mr. Shaw is quoted as asking, ‘‘W hat is the difference between loaning $10,000,- 
000 to ten different persons, all of whom put up United States Steel Corporation 
securities, and loaning the $10,000,000 to one person who might furnish exactly 
the same amount of securities of the same kind?’’ Then he is said to have added 
that ‘‘right here in Chicago a certain gentleman, whose name I do not care to give 
you, told me he had borrowed $6,000,000 at one time. His securities made that 
loan safe.” The Inter-Ocean, Chicago, December 29, 1905. 
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sons of wealthy fathers, and it is hard to see any reason 
why it should work otherwise with the wards of a rich and 
paternal government. Walter Bagehot and other foreign 
financial experts of an earlier day pointed admiringly at our 
banking system, because it was not presided over and pro- 
tected by any one institution of preponderant importance. 
They found grounds for security, and incentives for con- 
servative management in the absence of any central source 
of support, and in the wide diffusion of responsibility that 
prevailed in consequence. Bagehot spoke of the Ameri- 
can system, ‘‘where there were many banks keeping their 
own reserve, and each most anxious to keep a sufficient 
reserve, because its own life and credit depended on it,” 
as the ‘“‘natural system” of banking.’ This advantage, 
which, in the past, had been a differentiating characteristic 
of our banking system, and the natural outgrowth of all 
its previous history, Mr. Shaw’s policy unfortunately 
obliterated. So long as he remained in office, continually 
assuring the public that the government surplus would 
be administered by him as an emergency reserve for private 
business, banks and bankers naturally felt less obliged to 
husband their resources. Outside relief in business, like 
outdoor charity, is apt to diminish the incentives to provi- 
dence, and to slacken the forces of self-help. It is not 
strange, therefore, that during his incumbency the re- 
serves of the New York banks fell more frequently below 
their legal minimum than they had under any of his 
predecessors in office. As a matter of fact, from the panic 
of 1893 until Mr. Shaw assumed office in 1902, the legal 
reserves had only once, in November, 1899, been trespassed 
upon, yet during his administration it happened no less 
than seven different times,’ and this, notwithstanding his 


1 Walter Bagehot, Lombard Street, p. 106. 


2In September, 1902, in November and December, 1905, ia April, September, 
November, and December, 1906. 
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frequent and large contributions to their reimbursement 
when they were tending downwards. 

Moreover, the policy of Mr. Shaw not only tended to 
inculcate shortsightedness in preparation, but it must also 
have tended, in periods of difficulty, to restrain the natural 
correctives. High-call money rates in Wall Street are 
not necessarily an evil for the country. A stiff rise in 
such rates is sometimes the very thing most needed. If 
the situation has resulted from the over-trading and over- 
speculative propensities of the community, a stringent 
market will spontaneously afford the best sort of a remedy 
by forcing a reduction of bank liabilities. Further, if 
the situation is really serious and especially if it continues 
for any length of time acute, the high money rates are 
certain sooner or later to bring another corrective through 
an inflow of gold from abroad. In such cases, the inter- 
vention of the government with artificial aid tends at once 
to prevent both of these natural influences from working 
out their results. Such action may temporarily .remove 
the symptoms of disorder, but it is not apt to affect a per- 
manent cure. Later experience may show not only that it 
has postponed the critical stage, but that it has augmented 
the evil of the final outcome. On this account one must 
not judge Mr. Shaw’s policy from its immediate effects. 
His lot was cast in a fortunate period, and the ultimate 
results of the precedents which he created may prove very 
unlike those at once apparent. 

The resort to government assistance for money-market 
pressure is thus fraught with a double danger from the 
point of view of the banks. It tends to check appropriate 
measures of precaution and to hinder natural methods of 
relief. The system is also open to objection upon political 
grounds, because of its easy liability to abuse. Under 
quite conceivable circumstances it might be grossly pros- 
tituted to ends of personal profit or political success. One 
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can imagine innumerable ways in which a crafty Secretary 
might misuse his power, so as to increase his personal fort- 
une, or prepare the way for a position of profit upon his 
retirement from the public service. One can picture, too, 
the use which a not too-high-minded politician in the 
Treasury might make of it on the eve of a campaign, or 
of an election. But even where the Secretary’s honesty 
and disinterestedness are above suspicion, the system is 
liable to abuse through the Secretary’s unwisdom, or his 
unmerited confidence in his counsellors. Even the wisest 
and best-intentioned Secretary is apt sometimes, in the 
midst of problems of such elusive and inscrutable com- 
plexity, to be duped by interested advisers into measures 
that favor their private gain. If the known intention of 
the Secretary is to grant assistance in case of need, it is 
not inconceivable that events should be deliberately shaped 
to induce relief, even when the actual conditions do not 
warrant it. Mr. Shaw, in his last report, curiously enough 
gives an example directly in point of such an effort, in his 
case unsuccessful, to mislead him into assisting the market. 
“During the forenoon of November 13, 1906,” he tells us, 
“ruling rates on call money were 12 per cent., touching as 
high as 14; but, after an announcement by the Secretary 
that he would in no manner relieve the situation, the rate 
dropped to about 5 per cent., and closed at 5}.”' The in- 
cident was doubtless cited as evidence of the Secretary’s 
extraordinary perspicacity, but nothing could better il- 
lustrate the dangers to which his policy is subject. Upon 
this occasion Mr. Shaw was warily proof against the design 
of speculative interests to deceive him, but one naturally 
wonders whether at other moments he may not have been 
somewhat less watchful or less discerning. 

It is a very serious ground of objection to Mr. Shaw’s 
whole policy that the continued manipulation of the public 


1 Finance Report, 1906, p. 40. 
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funds in aid of private business, no matter how honestly 
administered, is certain to arouse suspicions and accusa- 
sions. In pursuing such a policy the government is likely 
at any moment to be plunged into violent and acrimonious 
debates such as centred around the handling of the public 
money during the political struggles of the thirties. In 
fact, altho the matter never chanced to become a serious 
political issue under Mr. Shaw’s administration, the charge 
of favoritism was continually being levelled against the 
Treasury throughout his term of office. Time and again 
it was alleged that a certain bank in New York had re- 
ceived advance information of changes in the Treasury 
policy which involved fluctuations in the money market, 
and repeatedly the close relations of the Secretary with 
the representatives of that bank were alluded to in the 
financial press. The truth or falsehood of such financial 
gossip is not here in question. The point of import is 
that, under the system of paternalism fostered by Mr. 
Shaw, with the money market left dependent upon the 
judgment or caprice of public officials, such charges are 
certain to be made, and are sure to find support.’ 


1 Mr. Shaw’s selection to be president of a New York trust company immediately 
upon his retirement from the Treasury was thus made a matter of considerable 
comment and gossip at the time. 

The following passage from a letter of May 8, 1907, soliciting business, sent by 
him as president of that company to a number of country bankers with whom he 
had, as Secretary of the Treasury, deposited public funds, indicates how difficult 
it is to keep public and private affairs di tly d guished -— 


“*While Secretary of the Treasury, I tried to assist the country banker, and, if 
I had not thought I could still be helpful, I would not be here. The Carnegie Trust 
Company does not expect to pay more for business than its competitors, but it will 
go to the limit of conservatism. Does liberal interest allowance on active account, 
with the assurance of equally liberal treatment, should you need assistance in bridg- 

ing a temporary period of unusual local demand, look attractive? 
“I should be glad of at least a portion of your New York account, and feel sure 

you will like our manner of doing business. 
“*Very sincerely yours, 
“L. M. Suaw, President,” 

From the New York Times, May 16, 1907, p. 11. 


In an interview published in the New York Sun on May 17, 1907, Mr. Shaw 
was reported to have said:— 
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The American banking system, we have seen, presents 
many opportunities for improvement. The banks are 
hampered by unusually rigid regulations as to their re- 
serves against deposits, and as to their note issue. They 
suffer also from a cumbrous independent treasury system 
in process of dissolution. Fully recognizing all of the short- 
comings of the system, one must still feel it unwise to have 
them corrected by arbitrary and lawless interpretations of 
expediency on the part of an official over whom Congress 
has little or no control, and whose decisions may be im- 
mediately reversed by his successor in office. What the 
country imperatively needs to-day as regards the relations 
of the Treasury and the banks is the formulation of a 
definite, consistent, and law-regarding policy involving the 
least possible amount of state interference with business. 
Substantial equilibrium in the Treasury holdings, detach- 
ment from relations with the stock market, and equal 
treatment of all banks are the criteria of such a policy. 
We cannot at this point, without unduly prolonging an al- 
ready lengthy discussion, give to the subject the detailed 
consideration that it deserves; but, in a word, we believe 
that these ends can be easily attained, if Congress will 
enact a law requiring the Secretary of the Treasury to 
deposit with the banks daily, all receipts in excess of a fixed 
balance, the deposits being made available upon the same 
terms to all national banks without discrimination. In 
this way the country may again be freed from the spas- 
modic locking up and pouring out of money at the Secre- 
tary’s personal decree, from the incessant intermeddling of 

**I have had letters from city bankers, as well as country bankers, thanking me 
for the way I treated them in the way of deposits. Each thinks I treated him 
better than the others. I will say this, however, that, having been a country banker 
myself, I appreciate what deposits must have been to them, and I had this in mind 
when I sent out my circular letter.” 

Mr. Shaw did not expressly state that he expected bankers to appreciate favors 
he had rendered as an officer of the government, and make return for them to him 


as a private business man; but scarcely any other construction could be put upon 
the letter or his reported remarks. 
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the government Treasury in the speculative market, from 
the arbitrary manipulation of bank reserves, note circula- 
tion, and rates of foreign exchange, and from all the over- 
night changes of policy with which the country has been 
afflicted during the last five years. One cannot but hope 
that, with the reconvening of Congress, no time will be 
lost in annulling the dangerous and indefensible pre- 
cedents left us by Mr. Shaw. 


A. Pratt ANDREW. 
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APPENDIX. 


TABLE 1. UNITED STATES TREASURY BALANCES AND TREASURY 
DEPOSITS IN THE NATIONAL BANKS. 
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1 These figures are taken from the report of the Treasurer. From 1864 to 1878 
the figures are for the last day of June. For the later years the figures are for that 
last day of the month when the deposits in the banks reached their highest point. 
Upon other days in the year the deposits may have reached a still higher total. 
On the last day of April, 1879, for instance, according to the Treasurer’s report, 
the government deposits in the national banks were $260 793,980, but on April 
4 of the same year the returns of the Comptroller showed government deposits of 
$306,152,695. 


2 The ‘‘total available Treasury balance” includes the total of cash actually 
held in the Treasury offices or on deposit with the national banks. From this total 
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TABLE 2.—NATIONAL BANK NOTES OUTSTANDING AT THE END 
OF EACH MONTH. 
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is deducted: (1) the amount of gold and silver certificates outstanding (for which 
& reserve must be held dollar for dollar); (2) the Treasury notes outstanding (against 
which silver must be held); (3) the disbursing officers’ balances; (4) the five per 
cent. redemption fund for the national bank notes; (5) the Dost-office department 
account; (6) a number of other minor d t and red ts; and (7) 
the outstanding warrants and checks. For » example, on June 30, 1906, the Treasury 
cash balance was made up as follows:— 








Gold coin and bullion . 0 8 Dy ae ee ee ee $807 millions 
esbeere se hes ey eee ree see +4 
Gold and silver ‘ aed eg ee — os * 49 - 
) yy DEES 6 0 6 5 8 i 6 9 et se ee tee es “ 
gn An A ea - 
$1,474 
Gold certificates outstanding. ..... 2... 21 eee $560 millions 
Silver certificates outstanding ..........-.45-: 477 aa 
notes outstanding ...... 1... ss se eee 7 ” 
ap EE edie ied eed » a 
Bank-note cent. redem: Oe ne 
Post-o ffice partment a 10 < 
Ts 2 6 sn 6.6 © 9 8.6, 9.6 2 10 ~s 
( warrante and checks. ........:++:+s% 6 ™ 
$1,143 millions 
BE 6. «2.6 0/0 ole é iy decarcsins bs wate eae Ss 331 aa 


$1 474 millions 
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THE GROWTH OF THE UNION PACIFIC AND ITS 
FINANCIAL OPERATIONS. 


At midnight of January 31, 1898, the Union Pacific 
Railroad system emerged from one of the most drastic 
reorganizations hitherto known in railway finance. Its 
growth and activities since that date have also been the 
most remarkable, perhaps, in corporate history. An 
account of these will be attempted in the following 
pages. 

Since the organization of the present Union Pacific 
Railroad Company in July, 1897, there have been three 
fairly well-defined periods in the system’s development. 
During the first period, which extended from the date of 
organization to, say, December 31, 1900, the company 
confined its activities in the way of expansion mainly to 
bringing back under its control those auxiliary systems 
and branch lines which had been parts of the old Union 
Pacific, but which during the receivership period of 1893 
to 1897, inclusive, had been torn out and reorganized 
separately. The second period began early in 1901 with 
the Union Pacific’s attempt to gain control of Northern 
Pacific, and thereby a one-half interest in the Chicago, 
Burlington & Quincy. Growing out of this attempt, and 
belonging to this period, were the formation of the Northern 
Securities Company, the subsequent decision by the United 
States Supreme Court that this company was a combi- 
nation in restraint of trade and illegal, and the redistri- 
bution to its stockholders of the Great Northern and 
Northern Pacific stock which it held. The gradual sale 
by the Oregon Short Line of its portion of these 
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shares, and its subsequent large purchases of Alton, 
Atchison, Baltimore & Ohio, Illinois Central, New York 
Central, North-western, and Chicago, Milwaukee & St. 
Paul stocks are the important events of the third period. 
Running thru all three periods are the extensive activi- 
ties of the Union Pacific in the betterment and equipment 
of the lines of its system. 


I. 
ORGANIZATION AND RECONSTRUCTION, 1897-1900. 


A brief description of the Union Pacific system as it 
existed in 1893, just before the receivership, and of its 
subsequent dismemberment, will assist to an understand- 
ing of the events of the first period. 

The old Union Pacific Railway Company was organized 
in 1880 as a consolidation of the still older Union Pacific 
Railroad Company, whose main line extended from Council 
Bluffs, Iowa, to Ogden, Utah, a distance of 1,043 miles; 
of the Kansas Pacific Railway Company, whose main line, 
lying about one hundred miles to the southward, connected 
Kansas City with Denver, Colorado, a distance of 643 
miles; of the Denver Pacific Railway & Telegraph Com- 
pany, whose 104 miles, extending almost north and south, 
connected the Kansas Pacific at Denver with the Union 
Pacific at Cheyenne, Wyoming; and of a small branch 
line. These lines, aggregating 1,821.86 miles, were owned 
in fee simple by the Union Pacific Railway Company. 

Thru the ownership of $15,116,703 out of $26,244,853 
of the capital stock of the Oregon Short Line & Utah 
Northern, and thru the ownership by this company in 
turn of $14,508,200 out of $24,000,000 of the capital 
stock of the Oregon Railway & Navigation Company, the 
Union Pacific exercised control of the 1,425 miles of the 
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one and 1,059 miles of the other, and gained an outlet to 
Portland, Oregon, and the Pacific Ocean. Also thru 
the ownership of $13,251,882 out of the $32,634,482 of 
the capital stock of the Union Pacific, Denver & Gulf 
Railway, the Union Pacific exercised actual control of 
that company’s 1,463 miles of railroad, extending the 
Denver Pacific from Denver south-easterly to Fort Worth, 
Texas. 

In addition to these extensions the Union Pacific 
owned a majority interest in, and in many cases all of the 
stock of, about twenty-five branch lines and systems of 
various lengths. The largest of these were the Omaha & 
Republican Valley Railway, 482 miles; the Denver, Lead- 
ville & Gunnison Railway, 325 miles; the St. Joseph & 
Grand Island Railroad, 251 miles; the Central Branch 
Union Pacific, which with its leased lines aggregated 388 
miles; and the Union Pacific, Lincoln & Colorado Railway, 
225 miles. 

Altogether the Union Pacific Railway Company con- 
trolled or owned 7,681.72 miles of railway. In the case 
of the branch lines it owned not only most of their capital 
stocks, but in many cases a large part or even all of their 
bonded debt. By 1893, however, all these shares and 
bonds had been pledged as security for one or the other 
of the Union Pacific’s numerous mortgage bond or note 
issues. 

Unable to meet its obligations during the depression 
which then set in, the company’s properties were placed 
in the hands of receivers in 1893. In the subsequent 
negotiations between its creditors great difficulty was 
experienced in arriving at a satisfactory adjustment of 
the United States government’s second lien against the 
main lines. This difficulty delayed reorganization for 
several years, and in the mean time the creditors of the 
branch systems, for their own protection, had proceeded 
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with independent reorganizations of their properties. The 
great subsidiaries—namely, the Oregon Short Line & Utah 
Northern, the Oregon Railway & Navigation Company, 
and the Union Pacific, Denver & Gulf—were each reor- 
ganized separately, together taking 4,307 miles of railway 
out of the Union Pacific system. Most of the branch 
lines were also either reorganized independently or given 
separate receivers pending reorganization. So that when 
on January 31, 1898, the new Union Pacific Railroad Com- 
pany took possession of the properties which had been 
bought in for it at forcelosure sale, it found itself in pos- 
session only of the main lines which its predecessor had 
owned in fee simple and one or two small branches,—in 
all (June 30, 1898) 1,849.29 miles of railway. 

Thus the Union Pacific had lost 5,832.43 miles of rail- 
way, or by far the larger part of its system. It had also 
lost its connection with the Pacific Ocean. Finally, it was 
devoid of the branch lines which are the necessary source 
of traffic of every prosperous railroad system. Thus arose 
the first great problem which confronted the new man- 
agement; namely, to bring back into its system on a 
satisfactory basis all the important branches and feeders 
which had been cut off during this receivership, and to 
restore the company’s connection with the Pacific. This 
task was not completed until the latter part of 1900. In 
fact, one of the former subsidiaries, the St. Joseph & 
Grand Island, was recaptured only within the last year. 

The Union Pacific Railroad Company began its business 
in February, 1898, with an authorized capital stock of 
$136,000,000, consisting of $75,000,000 of non-cumulative 
preferred and $61,000,000 of common stock. It also had 
an authorized bonded indebtedness of $100,000,000, con- 
sisting of 4 per cent. fifty-year first mortgage bonds. Its 
first balance sheet, as of June 30, 1898, was as follows :— 
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Assets. 

Cost of railways, equipment, and appurtenances . . . . $221,264,210 
Stespend@ hemdsowned . . 2... 1 1 cc te 2,252,962 
6s ow. 6. Ww alk ea 199,400 
Ee se ks 8 ey ae ae sw ee eee 6,071,840 
Co a a eee 1,526,205 
TT eee 961,485 

$232,276,102 

Liabilities 

IS 6 gt el cs ea Wa oe er oe ER Ee ees $61,000,000 
Gs las “sie ais als w 4 4. ceo 75,000,000 
| GE ar ee ee eee eek ee 90,011,000 
Interest accrued orunpaid ...........4.-. 1,800,275 
bo. er 1,585,367 
Reserve for improvements and equipment ...... 1,082,774 
Surplus available for dividends ........... 1,796,686 

$232,276,102 


The 1,849.29 miles of railway, nearly all main line, with 
which the company commenced operations, constitute by 
far the greater portion of the first item among the assets. 
The valuation (namely, $221,264,210) has no special sig- 
nificance, merely representing approximately the par value 
of the new shares and bonds which were issued in exchange 
for the old and for other reorganization purposes. The 
cash cost of these lines and equipment to the Reorgani- 
zation Committee has been estimated at about $81,500,000; 
namely, $40,255,605 paid to the United States govern- 
ment to extinguish its second lien, $13,645,250 paid for 
the securities in the sinking fund of this second lien, and 
$27,637,435 bid at the foreclosure sale under the old first 
mortgage. But these requirements were met by the issu- 
ance of mortgage bonds and preferred stock which were 
not accepted at par. Most of the old high-interest bonds 
received (in lieu of cash) 100 per cent. of their par value 
in new 4 per cent. bonds and a bonus of 50 per cent. in 
new preferred stock. The bankers received corresponding 
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amounts of bonds and preferred stock for the cash which 
they were called upon to furnish to take up the govern- 
ment lien and for other purposes. Finally, the old share- 
holders, or their successors, who responded to a cash 
assessment of $15 a share, were given about $9,000,000 of 
new preferred stock for this cash, and the $61,000,000 of 
new common stock for their old shares. ‘Cost of railways 
and equipment”’ was charged to the extent of the par 
value of all these securities except the $9,000,000 of pre- 
ferred stock issued as a result of the cash assessment, and 
even this was thus charged in so far as a part of the cash 
was paid out for reorganization expenses as distinguished 
from being held as working capital. This situation will 
show the meaning, or rather the lack of meaning, of the 
cost of properties as stated in a railroad balance sheet. 

The Union Pacific’s first great step toward regaining 
its lost mileage was its acquisition early in 1899 of nearly 
all of the stock of the newly reorganized Oregon Short Line 
Railroad Company, whose lines connected with its own 
near Ogden, and extended north-westerly to a junction 
with those of the Oregon Railroad & Navigation Company. 
All the securities which had been owned by the old Union 
Pacific had been pledged by it as security for one or other 
of its numerous collateral trust bond or note issues. The 
trustees of these mortgages and indentures had sold por- 
tions of this collateral from time to time during the receiv- 
ership, Kuhn, Loeb & Co., representing the Reorganiza- 
tion Committee, being the principal purchaser. In this 
way, as early as December, 1897, the committee had 
obtained possession of $8,460,000 out of the $24,778,600 
of capital stock of the reorganized Oregon Short Line Rail- 
road Company. This stock was not turned over at once 
to the new company, but held for its benefit by the syn- 
dicate. 

In January, 1899, by which time it was seen that the 














GROWTH OF THE UNION PACIFIC 575 


company was going to be strong in earning power (it had 
already paid one dividend of 1} per cent. on its preferred 
stock), the shareholders ratified a proposal to increase its 
common stock by $27,460,000, and to offer the new shares 
in exchange for a like amount of Oregon Short Line stock: 
This offer was accepted by the Short Line shareholders, 
who paid in cash $3 with each share exchanged. Thus did 
the Union Pacific take over the stock purchased on its 
behalf by the Reorganization Committee and enough more 
to bring the total up to $26,505,300 par value. Since that 
time all but $10,000 of the remaining Short Line stock 
has been acquired, so that for all practical purposes the 
Union Pacific and the Oregon Short Line Companies are 
one. 

In October of the same year the Union Pacific share- 
holders were called upon to authorize another stock 
increase, namely, $25,000,000 preferred and $7,718,600 
common. The purpose of this was as follows. The old 
Oregon Short Line & Utah Northern had held, subject 
to a collateral trust mortgage, $13,827,200 of the 
$24,000,000 of capital stock of the old Oregon Railway 
& Navigation Company. In the latter’s reorganization 
this old stock was replaced by an equal amount of common 
stock of the new Oregon Railroad & Navigation Company, 
the trustees of the Short Line collateral trust bonds receiv- 
ing their share. The collateral trust bonds were replaced 
in the new Oregon Short Line Railroad Company by an 
equal amount of ‘Income B and Collateral Trust” bonds. 
The latter had as security the same Navigation Company 
shares, together with 24,542 additional shares which were 
obtained in direct exchange for some of the “Income B” 
bonds. Thus the Union Pacific, which, as before stated, 
eventually acquired control of the Short Line, came into 
virtual possession of these Navigation Company shares. 

The Oregon Railroad and Navigation Company was 
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governed at this time by a voting trust representing the 
Northern Pacific, Great Northern, and Union Pacific,’ 
which, as holders of that company’s preferred stock, elected 
two-thirds of the board of directors. By this means it 
was planned that the Navigation Company should be kept 
independent of any one system and be made to subserve 
the interests of all three. Why the arrangement failed 
to be continued is not understood. But in October, 1899, 
the Union Pacific offered its $25,000,000 of new pre- 
ferred stock in exchange for the Navigation Company’s 
preferred stock ($11,000,000 par value), and for the out- 
standing “Income B” bonds of the Oregon Short Line. 
These offers were accepted. In fact, it was reported that 
the Northern Pacific had already sold its holdings of the 
Navigation Company’s stock to the Union Pacific. The 
purchase of the “Income B” bonds of course gave the 
Union Pacific a firmer grip upon the $16,281,400 of the 
Oregon Railroad & Navigation Company’s common 
stock which served as their collateral. The $7,718,600 
of new Union Pacific common shares were offered in ex- 
change for an equal quantity (namely, the remainder) of 
the Navigation Company’s common stock. Practically all 
of the latter’s shares of both classes was thus acquired. 
This restored the Union Pacific’s outlet to the Pacific 
North-west. Henceforth, except for certain legal pur- 
poses, the Union Pacific and its two great auxiliaries, the 
Oregon Short Line and the Oregon Railroad & Navigation 
Company, may be considered and are virtually one. 

In the mean time the Union Pacific had not been idle 
in the work of regaining its former branch systems. As 
before stated, all of the old Union Pacific Railway Com- 
pany’s holdings in the shares and bonds of its subsidiaries 

1 The Great Northern and Northern Pacific had purchased a large quantity of 
the Navigation Company’s stock in Europe. It was stated that the Union Pacific 
was to acquire an interest in this purchase. Whether it did or not the writer has 


been unable to ascertain. The financial manuals all represent the Union Pacific 
as being represented in the voting trust, however. 
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had been hypothecated under one or more of its collateral 
trust issues. Much of this collateral, both bonds and 
shares, was bought in at low prices from time to time by 
the Harriman Syndicate. When the properties of these 
companies were offered at foreclosure sale, the syndicate 
brought them in, again at low prices, and turned them 
over to the Union Pacific. In the latter part of 1898 the 
company acquired in this way the properties of the Omaha 
& Republican Valley, the Union Pacific, Lincoln & Colo- 
rado, the Kearney & Black Hills, and the Junction City & 
Fort Kearney. It also purchased, in accordance with 
the terms of an agreement with the reorganization com- 
mittee of the Union Pacific, Denver & Gulf, the so-called 
Julesburg Branch of that system. That company itself 
remained independent. In a similar manner the Union 
Pacific purchased, in January, 1900, the lines of the Carbon 
Cut-off Railway and the Echo & Park City Railway. 
In the latter part of the same year the lines of the Solomon 
Railroad and the Salina & South-western Railway were 
acquired. This, with the exception of the recent acqui- 
sition of the St. Joseph & Grand Island, completed the 
Union Pacific’s task of regaining the branches of the old 
system which had been lost to it. 

These acquisitions, together with trackage rights over 
74.94 miles of other railway, brought the total mileage 
operated as of June 30, 1900, by the Union Pacific Railroad 
Cempany proper up to 3,033.22 miles. All of these acqui- 
sitions were owned in fee simple by the company, and 
were without any lien encumbrances, having been paid 
for out of the cash funds in the company’s treasury. This 
statement may seem remarkable. The new company was 
fortunate from the beginning in several ways. In the first 
place it had a strong earning power. Its surplus income 
at the end of the first five months was $1,796,685. In 
1899, after the payment of dividends on the preferred 
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stock, which were commenced in September, 1898, the 
surplus for the year was $2,883,367, and in 1900, after 
paying dividends on both preferred and common stock, 
it was $834,183. The surplus earnings of the two auxiliary 
systems, which by this time were integral parts of the 
Union Pacific, brought this up to $7,536,737. The Reor- 
ganization Committee had started the company with a good 
cash working capital. In November, 1899, the old Union 
Pacific Railway Company, which had been kept alive 
pending the realization on some of its assets and the liqui- 
dation of its unsecured liabilities, declared a cash dividend 
upon those claims. The new Union Pacific, as the holder 
of some of those obligations which it had bought in at 
nominal prices, received $5,249,090 in this way. The $3 
per share received from the holders of 265,053 shares of 
Oregon Short Line stock at the time of the exchange 
described above should not be forgotten. 

The Union Pacific’s expansion had been financed thus 
far either by the issuance of stock or out of its cash funds 
obtained from earnings and other income. The mileage 
in its system had grown from 1,849.29 miles in 1898 to 
5,628.42 miles on June 30, 1901. At the same time the 
system’s management had entered upon a policy of exten- 
sive improvements to the railroad and equipment. During 
the fiscal year 1900-01, according to the report, $8,516,971 
was expended for betterment of the lines of the three 
large companies in the system and $3,571,759 for new 
equipment. Of the former amount, $4,498,094 repre- 
sented the cost of making changes in the lines, while the 
remainder was spent in rectifying grades, widening em- 
bankments, laying better ballast, enlarging tunnels, build- 
ing second and side track, and the like. Of the $12,000,000 
used in these two ways in one year, $1,500,000 was appro- 
priated from the surplus earnings of the year. Yet, after 
deducting this and paying 4 per cent. or approximately 
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$8,000,000 in dividends on the two classes of stock, the 
formal surplus was still $3,678,175; $2,061,012 represented 
the appropriation of a “‘Reserve for Improvement,’’ leav- 
ing $8,521,718 to be added to the “Cost of Railways and 
Equipment.” In a similar manner, during the preceding 
year, $8,977,405 had been expended for betterments and 
equipment, $2,000,000 of which was charged directly 
against surplus income, but still leaving the latter at the 
figure, $7,536,737, given above. 

During all this time, as intimated, the Union Pacific 
had been paying dividends on both its preferred and com- 
mon stock. Payment of dividends on the preferred stock 
was commenced in September, 1898, six months after the 
new company had begun operations, with the distribution 
of $1.50 per share. The financial operations up to June 
30, 1898, were as follows :— 











Gross earnings Union Pacific Main Line ........ $7,670,579 
EE re rere ee er 606,442 

sk ee es Oe a rere ey oe a> $8,277,021 
Operating expenses and taxes .........4... 4,534,418 
ER 4. SSS Be le es % oe HB ee $3,742,603 
inna Ear Se aa a at a tee 1,945,918 
Surplus exclusive of branches .........+.-. $1,796,685 


To this surplus was to be added $446,659 as the net 
results of the operations of the branch lines. Of the total 
free income of $2,243,344, the preferred dividend took 
$1,025,000, leaving $1,118,344, or more than 50 per cent., 
for other purposes. The percentage is respectable enough, 
but the absolute amount left in the surplus account rep- 
resented a rather small margin, when we consider that it 
was the undivided profits of a large railroad system whose 
financial success was not yet assured. 

At the directors’ meeting at which the second semi- 
annual dividend on the preferred stock was declared, a 
resolution was passed which, in substance, was as follows :— 
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Whereas the company has been in possession of all of its main 
lines barely a year, and of its branch lines a less time, and is there- 
fore without a basis of experience for determining any fair average 
of results for unequal years, and it is not deemed advisable to add 
to the bonded debt, but to continue a liberal application of surplus 
income to permanent improvements and additions and to such 
uses as will secure economy of operation and increased earning 
power, and thereby establish stable and permanent values for its 
securities and a reasonably safe minimum basis of regular divi- 
dends to its stock, be it resolved that we distribute $1.50 per share 
on the preferred stock. 


QUARTERLY JOURNAL OF ECONOMICS 





The preamble contains a great deal of financial wisdom, 
especially for a company which had yet to work out its 
salvation. But it is difficult to see any logical connection 
between it and the conclusion, unless the directors were 
trying to justify themselves in paying only 14 per cent. 
instead of 2 per cent. 

In October, 1899, the semi-annual dividend on the pre- 
ferred stock was increased to its maximum (namely, 2 per 
cent.), and in February, 1900, the company commenced 
paying 1} per cent. semi-annually on the common shares. 
By this time the surplus earnings were so large that before 
deducting the appropriations therefrom for betterments 
and equipment they were more than double the require- 
ments to pay the 3 per cent. per annum to the common 
shareholders. Accordingly, on July 31, 1900, the semi- 
annual dividend on this stock was increased to 2 per cent. 
Yet, in spite of this and in spite of deductions for im- 
provements and equipment, the formal surplus for the year 
ended June 30, 1901, was $3,678,175. It will readily be 
appreciated that by this time the Union Pacific was in 
good financial condition, and possessed of a strong credit 
wherewith to carry on its activities of the second period 
of its history. 








Sil 
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II. 


THE SOUTHERN PaciFIC AND THE NORTHERN SECURITIES 
CoMBINATION. 


We may now begin an account of the Union Pacific’s 
activities during this second period. In it the company 
commenced reaching out and acquiring control of railway 
mileage which had not been a part of the former Union 
Pacific system. The two great events were the purchase 
of a substantially controlling interest in the stock of the 
Southern Pacific Company and the fight with the Hill- 
Morgan interests for control of Northern Pacific. It is 
true that Mr. Harriman and his associates had about com- . 
pleted their now famous Chicago & Alton deal; but, 
altho this promoted friendly relations between the 
Alton and the Union Pacific, there was no formal connec- 
tion between the two until a much more recent date. 

In January, 1901, Kuhn, Loeb & Co., acting on behalf 
of the Union Pacific, purchased $75,000,000 par value 
of the Southern Pacific Company’s stock. The total out- 
standing share capital of this company was $197,832,148. 
This purchase did not, therefore, give absolute control 
of that company; it represented a substantial control, 
however. A year later another $15,000,000 of the stock 
was acquired. The major portion of the original purchase 
was obtained by the Harriman Syndicate from Speyer & 
Co. of New York City. It consisted of the so-called 
Speyer and Huntington interests. The former was esti- 
mated by current financial writers at about $20,000,000 
par value. It was accumulated a year earlier from the 
estates of Charles Croker and Leland Stanford, two of 
C. P. Huntington’s former associates. The original 
Huntington interest consisted of 600,000 out of the 
2,000,000 shares of the Southern Pacific Company. Of 
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these 400,000 shares were left to the widow of C. P. Hunt- 
ington, and 200,000 to his nephew, H. E. Huntington. 
Of the total Huntington interest, that portion held by 
Speyer & Co. at the time of this purchase was variously 
estimated at from 300,000 to 430,000 shares. These 
two blocks of stock would not account, therefore, for the 
entire 750,000 shares included in the purchase. 

Opinion was expressed at the time to the effect that 
a considerable portion of this stock must have been 
acquired in the open market. Certain it is that Southern 
Pacific stock was very active just a few days previous to 
the announcement of the purchase. On January 29, 1901, 
187,760 shares changed hands at prices ranging from 
$454 to $47 pershare. During the next two days the total 
sales amounted to 326,000 shares at prices ranging from 
$46§ to $48} per share. In two days more shares changed 
hands than were traded in during a week before this time, 
and the company’s stock had been one of the most active 
of the entire list during a period of at least two months 
previous to the consummation of this purchase. This 
does not mean that Kuhn, Loeb & Co. bought all of 
these extra shares. But to obtain at a fair price what 
_ was finally taken probably required a great deal of stock 
market manipulation on the part of their generals, involv- 
ing the sale and repurchase of a large additional number 
of shares." ' 

An important question is, How was this purchase 
financed? Within a few days after the purchases had 
been consummated (they were announced on February 1, 
1901), the Union Pacific advertised a new bond issue of 
$100,000,000. These bonds bore 4 per cent. interest, 
matured at the end of ten years, and were convertible, 


1 The financial paragraphs of that time state that the large transactions in 
this stock indicated a ‘“‘liberal application of Wall Street laundry methods’’; é.e., 
**wash,” or bogus, sales. Whether this manipulation was connected with 
Kuhn, Loeb & Co.’s purchase of the stock or was independent cannot, of course, 
be known. It can only be inferred. 
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dollar for dollar, into common stock of the company at 
any time before May 1, 1906. To provide for this con- 
version, the authorized common stoék was also increased 
$100,000,000, but, of course, the new stock was not issued 
except as the new bonds were presented for conversion. 
The security of these bonds consisted of a first lien upon 
about 859 miles of the branch lines which had been acquired 
as described above, and the following railway stocks and 
bonds :— 


Southern Pacific Company, capital stock ....... $75,000,000 
Oregon Short Line, capital stock. .......... 27,334,700 
Oregon R.R. & Navigation Company, common stock . . 7,633,500 
Oregon R.R. & Navigation Company, preferred stock . 9,876,200 
Union Pacific Coal Company, first mortgage bonds. . . 4,706,000 
Leav., Kan. & Western Ry., capital stock. ...... 1,000,000 


The Short Line and Navigation Companies’ stocks had 
been acquired by the Union Pacific in exchange for its 
own shares, as described above, and were, therefore, “free 
assets.” All this collateral was pledged at a valuation of 
$87,080,400, the Southern Pacific stock having been placed 
at 50 per cent. of par, a little more than its market value 
at the time. The railway lines were valued at $20,485,400. 
Altogether, security of an estimated value of $107,565,800 
was pledged under this $100,000,000 bond issue. The 
proceeds of the bond sales were to be “used for lawful cor- 
porate purposes.” 

It is noteworthy that little more than 334 per cent. of 
the value of the above security consisted of the Southern 
Pacific stock purchased. There are two partial explana- 
tions of this. In the first place, that stock was not paying 
dividends, so that the bonds would have no income behind 
them in case the Union Pacific should tire of the interest 
burden. Further, it did not represent absolute control of 
the Southern Pacific Company, so that the bondholders 
could not force dividend payments even if they seized the 
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collateral. Additional security would be needed, there 
fore, to render the bonds marketable on favorable terms. 
In the second place only $40,000,000 of these bonds were 
to be used to finance the Southern Pacific purchase, the 
other $60,000,000 being reserved for other “lawful cor- 
porate purposes.” The entire bond issue was eventually 
subscribed by the shareholders, the subscription being 
underwritten by Kuhn, Loeb & Co. 

The importance of this deal will readily be appreciated. 
It gave the Union Pacific substantial control over 9,500 
miles of railway, stretching from New Orleans to San 
Francisco, from San Francisco to Ogden, Utah, and grid- 
ironing the States of Texas and California. On 7,545 
miles of this total the gross earnings in 1900 were 
$64,400,000. On only one railroad system (namely, that 
of the Pennsylvania Railroad Company) did the gross 
earnings then exceed this figure. The feeling current in 
financial circles of that day was that the control would 
result in less friction between the Union Pacific and 
Southern Pacific systems. The Union Pacific manage- 
ment, however, were careful to give out that their purpose 
was to insure “harmonious relations’’ in the interchange 
of traffic between their system and the Central Pacific, 
which, joining with the former near Ogden, connected it 
with San Francisco, but whose stock was owned by the 
Southern Pacific Company. The Union Pacific and Cen- 
tral Pacific had been conceived and built as one continu- 
ous line from the Missouri River to the Golden Gate, and 
should logically have been owned by one company. Under 
the separate companies, however, their relationships had 
at times been anything but harmonious. The Southern 
Pacific purchase did away with this friction. It also 
conferred another important benefit upon the Union 
Pacific; namely, steamship connection with the Orient 
thru the Pacific Mail Steamship Company, control of which 
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had recently been acquired by the Southern Pacific 
Company. 

Of Southern Pacific finances we have little to do in this 
story. We may, therefore, seize this opportunity for dis- 
posing of them. The Union Pacific inaugurated, or, 
rather, continued, a very extensive betterment policy for 
its southern auxiliary, causing it to use all of its surplus 
income for a number of years thereafter for improvements 
and the purchase of equipment. In an analysis of that 
system’s accounts made by White & Kemble in 1902 it 
was estimated that in addition to past expenditures 
another $40,000,000 would be needed to completely mod- 
ernize the property. During the four years from 1902 to 
1905, inclusive, the Southern Pacific Company expended 
from its earnings, in improving and better equipping its 
properties, the enormous sum of $33,409,611, an average 
of $8,352,403 a year. For the fiscal year ended June 30, 
1906, after providing for dividends on its stock, the com- 
pany’s stated surplus was $11,118,838. Of this it acknowl- 
edges the expenditure of $6,381,775 for betterment and 
equipment purposes. There was a further $2,354,218 
appropriated for betterments, which was charged directly 
to the operating expenses of the year, bringing the total 
appropriation and expenditure for betterments and equip- 
ment up to $8,735,993. 

During these six years not only has the Southern Pacific 
Company appropriated its stated surplus income for these 
betterment purposes, but it has apparently improved its 
existing equipment at the expense of its operating account. 
This is indicated by the following facts. The average 
stated cost per mile run of maintaining locomotives during 
this period has been 9.17 cents: that of the Union Pacific 
was 9.82 cents. But the similar expenditures on a num- 
ber of other systems somewhat similarly situated range 
between 6 and 7 cents per mile run. This may be 
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interpreted in part as meaning that both the Union 
Pacific and Southern Pacific are pursuing the very liberal 
practice of sending old locomotives to the scrap heap, 
replacing them with more modern and expensive loco- 
motives, and charging the entire cost of the latter to 
operating expenses. Again, the average stated cost per 
mile run of maintaining passenger cars on the Southern 
Pacific line has been 1.028 cents, which is well above the 
average of 9.1 mills on other systems. Finally, the cost 
of maintaining freight cars has averaged 6.99 mills per 
mile run as compared with a maximum of 6 mills on 
about twelve other systems. We may infer, then, that 
the Southern Pacific Company has been improving the 
character of its equipment, charging the difference in cost 
between the old and the new directly to ‘operating 
expenses” instead of to “cost of railways and equipment.” 
What an opportunity some financier of the future will 
have for capitalizing these expenditures, issuing bonds to 
represent them, and from the proceeds of the sale thereof 
declaring a 30 per cent. dividend! 

Not only has the Southern Pacific Company bettered its 
system by the use of funds obtained in this way, but it 
has made extensive capital expenditures from funds ob- 
tained from the outside as well. During the years 1903 
and 1904 it borrowed from the treasury of the Union 
Pacific system a total sum of $20,460,927. But finally, 
in the latter part of 1904, it was decided by the Harriman 
management to capitalize some of these expenditures and 
to obtain funds from the outside with which to continue 
these betterment activities. Accordingly, the stockholders 
voted to create an issue of 7 per cent. non-cumulative 
preferred stock amounting to $100,000,000. Of this 
$40,000,000 was offered to the old shareholders for pro 
rata subscription at par. A part of the proceeds was 
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used to reimburse the Union Pacific treasury. The Oregon 
Short Line took $18,000,000 of the new stock. 

Under the policy inaugurated by the Harriman manage- 
ment the Southern Pacific system’s net earnings increased 
from $22,500,000 to $37,500,000. Owing to the liberal 
maintenance policy, however, the operating ratio (i.e., 
the ratio of operating expenses to gross earnings) has not 
decreased, but, on the contrary, has increased somewhat. 
The operating ratio is taken as an indication of the economy 
of management, but the high ratio of the past should be 
followed by a lower ratio in the future if the betterment 
expenditures realize their purpose. The following table 
will show to best advantage the growth of the system’s 
traffic and earnings :-— 

SOUTHERN PACIFIC SYSTEM. 





Density of|Density of} Gross rating | Operat- Net Fixed 
i he i opers ing Ratio | Earnin. Charges 





Year. Earnings mses ngs 

Traffic. c. | per Mile. | per Mile. % per Mile. |per Mile. 
1901 108,047 | 561,838 $8,503 $5,3: 62.6 $3,179 | $2,390 
1902 124,110 | 566,099 9,012 5,824 64.6 3,188 2,322 
1903 124,996 | 569,487 9,371 6,305 67.3 3,066 2,264 
1904 140,696 | 591,450 9,631 6,459 67.1 3,172 2,444 
1905 141,661 | 600,743 9,784 6,406 65.5 3,378 2,269 
1906 152,032 | 678,513 10,783 6,827 63.3 3,956 2,208 


























By “‘density of passenger traffic” is meant, in technical 
language, the average number of passengers carried one 
mile per mile of road operated. Thus the figure for 1901 
indicates that for each mile of road operated the company 
did the work equivalent to carrying 108,047 passengers 
one mile. A similar definition applies to the term “‘den- 
sity of freight traffic.’ The enormous growth of the 
Southern Pacific traffic is indicated by the increase in 
these averages year by year. The gross earnings and 
operating expenses per mile have also increased, the one 
correspondingly, the other more than correspondingly. 
The management’s liberal maintenance policy is indicated 
in the high operating ratios of 1902, 1903, and 1904. 
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Since the last date this ratio has rapidly fallen off, possibly 
showing that the liberal maintenance and betterment 
policies have begun to have their desired effect of increas- 
ing the economy of operation. The result has been a rapid 
growth in the average net earnings per mile since 1903. 
The declaration in October, 1906, of dividends on the 
Southern Pacific Company’s common stock will be dis- 
cussed in its proper connection in the story of Union 
Pacific finances which will now be resumed. 


The other great event of the year 1901 was the con- 
test between the Harriman Syndicate, representing Union 
Pacific interests on the one side and the Hill-Morgan inter- 
ests on the other, over the control of the Northern Pacific 
Railway. It is evident that the Great Northern and 
Northern Pacific wished to secure a permanent connection 
of the terminus of their lines at St. Paul with Chicago. 
Early in 1901 there arose persistent rumors that these 
two companies were negotiating for a lease of the line of 
the Chicago, Milwaukee & St. Paul. These rumors were 
Officially denied. Yet one individual, said to be high in 
Great Northern councils, gave out that they were founded 
in fact, and that the only point to be settled was the 
amount of the dividend to be guaranteed on St. Paul stock. 
Nevertheless, the deal was never consummated. At the 
same time Dame Rumor had it that the Union Pacific 
was trying to obtain control of the Chicago, Burlington & 
Quincy. This, if acquired, would give the Union Pacific 
direct access to Chicago. It would also drain a large 
volume of west-bound traffic thru the Union Pacific 
outlet. 

There seems to have been a substantial foundation 
in truth for these rumors. As explained afterwards by 
President James J. Hill, of the Great Northern, the suc- 
cess of the Union Pacific in this attempt would have shut 
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the Great Northern and Northern Pacific out of most 
of the territories of Nebraska, Kansas, Missouri, South 
Dakota, Iowa, Illinois, and Wisconsin. To prevent this, 
the two companies entered into negotiations with the di- 
rectors of the Burlington, making proposals for the purchase 
of their entire property. These were successful, practi- 
cally the entire $109,324,000 of the stock of the Chicago, 
Burlington & Quincy Railroad Company being purchased 
by the two companies at $200 per hundred-dollar share. 
The Union Pacific asked to be admitted as a participant 
in this purchase, but the Morgan-Hill interests refused 
to accede to the request, because to do so would have 
defeated the purpose of their move. 

Mr. Harriman decided to fight. Under the terms of the 
purchase, the Northern Pacific was to have a half-interest 
in the control of the Burlington. If the Union Pacific 
could gain control of Northern Pacific, all would yet 
be well with its own interests. Accordingly, his bankers 
purchased over $60,000,000 of Northern Pacific stock in 
Europe and the United States. Mr. Hill and his friends 
found that they held about $26,000,000 of the common 
stock of that company. Mr. Morgan succeeded in ob- 
taining in London and New York about $16,000,000 more. 
The bidding of the rival factions, together with that of 
the speculators who found themselves “short” of the 
stock, forced the price up to $1,000 a share, and precipi- 
tated the stock market panic of May 9, 1901. The re- 
sult was that, after the contending parties had taken 
account of their holdings, the Morgan-Hill interests owned 
$42,000,000 out of the $80,000,000 of Northern Pacific 
common stock and probably $34,000,000 of the preferred 
stock, while the Harriman Syndicate held $37,000,000 of 
the one and $41,000,000 of the other. 

The Union Pacific people claimed absolute control of the 
Northern Pacific Railway Company and thru it a one-half 
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interest in the control of the Burlington. In his stock 
purchases, however, Mr. Harriman overlooked one vital 
fact. According to the charter of the Northern Pacific 
Railway Company its common stockholders had the right 
to call in all the preferred stock for redemption in cash at 
par. This move was decided upon by Mr. Hill and his 
friends. To finance this redemption, the Northern Pacific 
offered its common shareholders for pro rata subscription 
at par $75,000,000 of 4 per cent. debentures, which were 
convertible, dollar for dollar, into common stock. The 
Harriman Syndicate received its share of these debentures, 
about $34,700,000, and of course would convert them 
into common stock. This would necessitate a similar 
conversion of their debentures by the Morgan-Hill faction 
if they were to retain their control. In the end, however, 
the Union Pacific party would hold only about $61,700,000 
out of the now $155,000,000 of stock of the Northern 
Pacific. 

Control of Northern Pacific was lost to Mr. Harriman 
and his associates, but he would still hold enough stock 
to make him dangerous. Consequently, a compromise was 
effected. This involved in the first place the formation 
of the Northern Securities Company to acquire as much as 
possible of the share capital of the Great Northern and 
Northern Pacific, Mr. Harriman agreeing to exchange his 
holdings in the latter for stock of the new company; sec- 
ondly, the formation of a new Chicago, Burlington & 
Quincy Railway Company to take a 99-year lease of 
the existing Chicago, Burlington & Quincy Railroad 
Company’s lines. The Union Pacific interests were to 
share with the two northern companies in the manage- 
ment of this new corporation, thereby being assured 
good treatment. At the same time the new company 
guaranteed the payment of 7 per cent. dividends on the 
old Burlington’s stock, most of which had been pledged 
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as security for the Great Northern and Northern Pacific 
C., B. & Q. Collateral Joint Four Per Cent. Bonds. One 
object of the formation of the Northern Securities Com- 
pany was probably to enable the Morgan-Hill faction to 
resell a part of their stock without losing control of the 
Northern Pacific; for after the exchange the Union Pacific 
would hold only $82,491,000 out of over $394,000,000 of 
Northern Securities stock, or about 23 per cent. This 
would leave a wide margin for sale by the other faction. 

We have finally to inquire how the Union Pacific finan- 
ced these extensive stock purchases and subscriptions. 
The prices paid for Northern Pacific preferred and common 
shares are not known, but Mr. Mahl, controller of the 
Union Pacific system, testified at the recent investigation 
that the Northern Securities stock cost $79,459,691.36. 
Presumably, this was the sum paid for the original 781,080 
shares of Northern Pacific stock which were exchanged. 
This is assumed to be true. Sixty millions of this were 
provided out of the proceeds of the sale of the convertible 
bond issue mentioned above in connection with the 
Southern Pacific purchase. The remaining funds were 
evidently borrowed from the banks, as is evidenced by the 
fact that the Union Pacific system’s net floating debt on 
June 30, 1901, was $30,249,459 larger than it was a year 
before, and that for several years thereafter the company 
had outstanding large amounts ($28,750,000 in 1902) of 
“Loans and Bills Payable.” 

Later the Union Pacific received $41,085,000 in cash 
for that amount of Northern Pacific preferred shares 
which it held. Out of this it paid about $34,700,000 for 
its subscription to that company’s convertible debentures, 
leaving about $6,300,000 of cash in the treasury. But, of 
course, this was not available for the financial purposes 
with which we are dealing. This is important, however, 
in that it left the net cost of the $82,491,000 of Northern 
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Securities stock which the company eventually received 
at about $73,160,000, freeing the remaining $6,300,000 
of the original investment for other corporate purposes. 

The title to the Northern Pacific shares, and later to the 
Northern Securities shares received in exchange, was 
vested in the Oregon Short Line Railroad Company. 
That company issued to the Union Pacific Railroad Com- 
pany in payment therefor its purchase money certificates 
of indebtedness amounting to $61,000,000. This trans- 
action was merely between these two companies, and had 
nothing to do with the work of financing the purchase 
of the stock. It was probably a method of technically 
avoiding the laws against the combination of parallel 
railroad lines. 


During the year 1901-02 the Union Pacific advanced 
$4,393,887 to future subsidiaries to aid them in constructing 
their lines. In June and July, 1902, it purchased an ad- 
ditional $15,000,000 par value of the Southern Pacific 
Company’s stock, bringing its total holdings up to $90,000,- 
000. These shares cost about $7,500,000. During 1903 
and 1904, as we have seen, it advanced an aggregate of 
$20,460,927 to that company to aid it in carrying out its 
betterment policy. The Union Pacific also advanced to 
the Pacific Mail Steamship Company during the two years 
the sum of $5,055,311. This was to aid that company in 
the construction of two large steamers for the trade with 
the Orient. 

These activities in 1903 were financed partly out of 
cash funds already in the treasury, partly out of current 
earnings, but mainly by the issuance of $36,000,000 of 
Oregon Short Line Four Per Cent. and Participating 
(collateral trust) Bonds. That company pledged all of the 
$82,491,000 par value of Northern Securities stock, which 
it received under the terms of the compromise with the 
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Morgan-Hill interests, as security for an equal amount 
of these “Participating Fours.” The latter it was caused 
to give to the Union Pacific Railroad Company at 10 per 
cent. discount to take up the $61,000,000 of purchase 
money certificates mentioned above and for other debts 
which it owed to the parent organization. Thirty-one 
millions of these bonds were at once offered to the Union 
Pacific shareholders for pro rata subscription at 90 and 
interest, and another five millions were sold later. The 
proceeds were used partly for the purposes mentioned 
above and partly to pay off $14,500,000 of the loans con- 
tracted at the time of the Northern Pacific purchase. 
Thus was this purchase eventually financed in part by 
means of the Oregon Short Line “Participating Fours.” 
The remainder of these bonds was never sold to the 
public. 

In 1904 the Union Pacific embarked upon a new enter- 
prise. This was the purchase of a one-half interest in the 
San Pedro, Los Angeles, and Salt Lake Railway Company. 
This company was originated by Senator Clark, of Mon- 
tana, to build a line of railway from San Pedro on the 
California coast, near Los Angeles, thru that city north- 
easterly thru southern Nevada and western central Utah 
to Salt Lake City. Its construction and acquisition would 
give the Union Pacific a direct line to the fruit-growing 
section of southern California. In 1904 the Oregon Short 
Line purchased from Senator Clark a one-half interest in 
this line, paying therefor and for its share of advances 
to it for construction purposes up to June 30, 1904, the 
sum of $14,960,000. During the next year additional 
payments of $5,440,000 were made. At the same time 
the Oregon Short Line sold to its newly acquired sub- 
sidiary about 340 miles of its own line which stood on 
its books at a valuation of $7,043,994. The acquisition 
by the San Pedro of these lines, which extend from Salt 
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Lake City southerly to Calientes, Nevada, relieved it 
from the necessity of building so much railroad. A por- 
tion of the funds required for these and the other ad- 
vances of the year was obtained by the sale of $10,000,000 
of Union Pacific collateral trust notes. 

On March 14, 1904, the United States Supreme Court 
handed down a decision, affirming that of the lower court, 
to the effect that the Northern Securities Company was a 
combination in restraint of trade and illegal. It enjoined 
that company from collecting dividends on the Great 
Northern and Northern Pacific stock, and entailed the 
redistribution of this stock to its shareholders. This re- 
sulted in other financial measures on the part of the Union 
Pacific and Oregon Short Line. But another matter must 
be discussed before that tale is related. 

It will be recalled that in 1901 the Union Pacific share- 
holders subscribed to a huge bond issue aggregating one 
hundred millions of dollars. The purpose of this issue, 
as before stated, was to finance the Southern Pacific pur- 
chase and to finance in part the acquisition of Northern 
Pacific stock. These bonds bore 4 per cent. interest, 
and were convertible at any time before May 1, 1906, into 
common stock at par. This common stock was paying 
at that time only 4 per cent. dividends, so that for the 
time being the conversion clause was not very attractive. 
Only $12,743,000 of the bonds were converted up to June 
30, 1904. But during this time the Union Pacific’s net 
earnings increased very rapidly, so that, despite large 
appropriations therefrom every year for betterments and 
equipment and despite the increases in dividends, large 
sums were left to be carried to the formal surplus account. 
It became evident that Union Pacific common stock was 
a good investment and was going to improve, especially 
since it possessed the entire equity in the net income 
after 4 per cent. had been distributed to the preferred 
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shareholders. During the fiscal year ended June 30, 1905, 
there was converted a total of $56,071,000 of these bonds, 
and after the increase of the common stock dividend to a 
5 per cent. basis in October, 1905, and to a 6 per cent. 
basis in April, 1906, another $32,687,000 of these bonds 
was exchanged. In August, 1906, only $500,000 of the 
original hundred millions were outstanding, and these 
were called for redemption. 

According to the terms of the trust agreement secur- 
ing these bonds, as they were converted, a proportionate 
amount of their underlying collateral could be released. 
In this way during the years 1901 to 1904, inclusive, the 
Union Pacific came into free possession of a considerable 
amount of Oregon Railroad and Navigation Company 
and other stock which had originally been pledged under 
this mortgage. These shares could be used, if desirable, 
as collateral for other loans. 

Again, as stated above, in 1904 the Southern Pacific 
Company was caused to create an issue of $100,000,000 
of 7 per cent. non-cumulative preferred stock, forty mill- 
ions of which was offered to its old shareholders at par. 
The Oregon Short Line, as the holder of $90,000,000 of 
its old stock, took $18,000,000 of these new preferred 
shares. Out of the proceeds of this stock sale, also, the 
Union Pacific system’s treasuries were repaid the $20,460,- 
960 which had previously been loaned to the Southern 
Pacific Company. As a net result, the Union Pacific sys- 
tem, after paying its subscription, gained $2,460,960 in 
cash and $18,000,000 par value in securities. 

Considerable importance must be attached to the above- 
described activities. The possession of this Southern 
Pacific preferred stock as a free asset, and the freeing of 
the Navigation Company’s common and preferred stock, 
gave the Union Pacific system securities which it could 
use as collateral for further loans, or could substitute 
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for and thereby release securities which might be more 
valuable for certain purposes. The significance of this will 
be seen presently. 

Let us return now to the main thread of our story. 
The method decided upon by the Northern Securities 
Company of distributing to its shareholders the Northern 
Pacific and Great Northern stock in its treasury was to 
give $30.17 par value of Great Northern and $39.27 of 
Northern: Pacific stock and $1 in Northern Securities 
“Stubs” for each hundred-dollar share of its own stock 
surrendered. If carried out, this would give the Oregon 
Short Line in exchange for its 824,910 shares of Northern 
Securities stock the following amounts of securities: 
Great Northern shares, $24,887,534.70; Northern Pacific 
shares, $32,394,215.70; Northern Securities stubs, 
$824,910.2 These securities would come in time into the 
hands of the trustees of the Oregon Short Line “ Partici- 
pating Fours.” 

And thereby hangs a tale. Pending this distribution 
the Northern Securities Company could not collect the 
dividends declared upon the Great Northern and North- 
ern Pacific stock. That being true, it could not pay divi- 
dends on its own shares. Since this was true, again, 
there was no income accruing to the Oregon Short Line 
upon the collateral, consisting, it will be remembered, of 
Northern Securities stock, underlying its “Participating 
Fours.” Hence that company had to pay the 4 per cent. 
interest drawn by those bonds with funds derived from 
other sources. Those uncollectible dividends, however, 

1A return of 1 per cent. of the Northern Securities stock surrendered because 
of other of the company’s assets not realized upon. 


2 Mr, Harriman asked that he be returned the original 781,080 shares of North- 
ern Pacific stock which he had turned over to the Northern Securities Company 
on the ground that, the combination being illegal, the receipt by that company of 
those shares was illegal, a good title to them could not pass, and, therefore, that the 
title to them remained in the Oregon Short Line Railroad Company. This would 
have given the Oregon Short Line the control of the Northern Pacific Railway 
Company. But his position was not sustained by the courts. 
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were accumulating in the Northern Pacific and Great 
Northern treasuries and, after the completion of the above 
stock distribution, its share of them would be received by 
the Oregon Short Line. Now an important privilege ac- 
cruing to the holders of the “Participating Fours” was 
that of sharing each year in the income received upon 
their collateral to the extent that this income exceeded 
during that year the 4 per cent. interest drawn by their 
bonds. There was grave danger that, when these back 
dividends were finally received, the holders of the 
bonds would insist upon being given the entire amount, 
notwithstanding the fact that in reality a part of them 
was to be set over against the interest already paid on 
those bonds during the legal deadlock. To avoid this, 
it was decided to call in these “Participating Fours” for 
redemption at 1024, as was permitted under the terms 
of the trust indenture securing those bonds. 

To retire these bonds and for “other corporate pur- 
poses,” the Oregon Short Line created an issue of “Four 
Per Cent. Refunding Twenty-five Year Gold Bonds” 
amounting to $100,000,000. A portion of this new issue, 
amounting to $42,250,000, was sold at 96 and interest, 
or given to the holders of the “Participating Fours” for 
the principal and accrued interest of their bonds at a 
corresponding rate. The remaining $57,750,000 was re- 
tained in the treasury of the Union Pacific Railroad Com- 
pany. 

According to the advertisement, the security of this 
new issue was to have consisted of whatever the company 
received in exchange for its Northern Securities holdings 
and of any other shares or bonds at not exceeding 80 per 
cent. of their appraised value. For months all holders 
of these bonds imagined that their security consisted of 
Northern Pacific and Great Northern stock and Northern 
Securities stubs, as described in a foregoing paragraph. 
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When the mortgage finally appeared,’ the investors were 
much surprised to find that the actual collateral consisted 
of the following :— 


Northern Securities Stubs... ........... $5,000,000 
Southern Pacific Company, preferred stock ...... 18,000,000 
Southern Pacific Company, common stock ...... 90,000,000 
Oregon R.R. & Navigation Company, preferred stock . 10,000,000 
Oregon R.R. & Navigation Company, common stock . . 20,000,000 


No Northern Pacific or Great Northern stock was included. 

The significance of the Union Pacific’s bond conver- 
sions described above will now be seen. By the time the 
Oregon Short Line’s new Refunding Mortgage was given 
out, which was late in 1905, enough of the former com- 
pany’s bonds had been converted into stock to release 
not only the underlying shares of the Navigation Com- 
pany, but those of the Southern Pacific Company as well. 
These securities were substituted under the new mort- 
gage, thereby freeing the Northern Pacific and Great 
Northern stock for other purposes of the system. What 
was done with these securities we shall now see. 


Il. 


INVESTMENTS IN OTHER RAILWAYS. 


We reach now the third and most recent stage in the 
expansion of the system or in the expansion of its inter- 
ests,—the investments made within the last year or two 
in sundry other railways not closely connected with the 
system itself. These investments are closely connected 
with the financial operations arising out of the Northern 
Securities combination. 

It might be maintained that the funds with which the 
Union Pacific Railroad Company and its auxiliary have 


1The Union Pacific has a peculiar faculty for issuing and selling bonds and 
not exhibiting the mortgage instrument until weeks or even months afterward. 








mite i 

















GROWTH OF THE UNION PACIFIC 







































599 


carried on their vast operations of the past few months 
were those obtained by means of the bond issue of 1901, 
but which the subsequent conversion of those bonds 
freed for the general uses of the company. The fact that 
they were embodied for a time in Great Northern and 
Northern Pacific stock was merely an incident; an in- 
cident, however, which had important results. 

The Oregon Short Line made the following disposition 
of its original Northern Securities stock.’ Of the $82,491,- 
871 of these shares originally acquired, $10,000,000 was 
sold for $16,880,019 cash, $72,491,871 was exchanged 
for $21,652,089 par value of Great Northern stock, $28,182,- 
882 of Northern Pacific stock, and $724,919 of Northern 
Securities stubs. These shares might have been held as 
an investment. The 7 per cent. dividend paid by each 
of the two railway companies would yield about $3,488,- 
448 annually. The market prices of these two stocks 
became very high, however, The average market price 
of Northern Pacific stock during 1905 was about $199 a 
share; for January and February, 1906 during which 
time over one million shares changed hands, it was about 
$216 a share; for the first six months of 1906 it was about 
$205. The average price of the Great Northern stock 
during 1905 was about $290 a share; during the first half 
of 1906 it was about $306, and the quotations were as 
high as $348 per share at one time. At these prices the 
Union Pacific holdings in these two stocks together were 
yielding in dividends less 3 per cent. of their market 
value. There were other good railroad stocks which 
could be obtained at prices which would yield a much 
larger income. Manifestly, it would be merely a plain 
business proposition, if there were no other reason, to 
sell the Great Northern and Northern Pacific shares and 
reinvest the proceeds in other securities. This was done. 


1 William Mahl, controller of the Union Pacific system, at the Interstate Com- 
merce Commission’s recent investigation. 
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Other motives no doubt entered. The Great Northern 
and Northern Pacific lines paralleled those of the Union 
Pacific system, and to retain their shares might entail 
other legal complications. Then there were the old dreams 
of a continuous transcontinental railway line from the 
Atlantic Coast to the Pacific. 

According to Mr. Mahl’s testimony, of the original 
$28,182,882 of Northern Pacific stock acquired in the 
exchange, $24,030,082 par value was sold for $50,166,- 
357.95, an average of $208.76 per share; $4,152,800 had 
been unsold at the date of the investigation (February, 
1907). Of Great Northern stock, $21,652,089 par value 
was obtained in the exchange for Northern Securities 
stock, and $3,744,400 was acquired subsequently thru 
a subscription to new stock at par. Of. this, $16,360,- 
089 par value was sold for $49,801,576.47, an average 
of $304.41 per share; $9,036,400 remained unsold at the 
date of the investigation. The Union Pacific also re- 
ceived on account of its holdings in Great Northern stock 
90,364 shares of that company’s ore certificates, which 
were quoted at from $70 to $85 per share. 

From these sales, it will be seen, the Union Pacific 
realized in cash about $116,848,000. At the same time 
it retained securities which, at the same prices, were of 
the aggregate value in round numbers of about $43,000-, 
000. According to Mr. Mahl’s statement, the original 
Northern Securities stock cost $79,459,691.36. Pre- 
sumably, this was the cost of the 781,080 shares of North- 
ern Pacific preferred and common stock which were pur- 
chased in the first instance. As shown above, in the 
subsequent redemption of the preferred: shares about 
$6,300,000 of this investment came back to the Oregon 
Short Line in cash. This would reduce the final cost 
of Northern Securities stock to about $73,159,700. Add 
to this the $3,744,400 of cash subsequently paid on the 
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subscription for that amount of new Great Northern 
stock, and the total investment in these securities was 
about $76,904,100. To represent this the Union Pacific 
holds in securities or has realized in cash, as shown at the 
beginning of the paragraph, about $159,848,000. This 
represents a profit in hand and on paper of about $82,943,- 
900, or 113 per cent. 

Some wonderment has been expressed concerning the 
source of the funds with which the Union Pacific made 
its vast stock purchases of the past few months. It has 
been stated that this company is the most potent factor 
in the investment market. The above account will show 
the source of at least the major portion of these funds. 
But what has been done with them? 

It was reported that in September, 1904, Kuhn, Loeb 
& Co. had purchased several hundred thousand shares 
(variously estimated at from 300,000 to 480,000) of the 
capital stock of the Atchison, Topeka & Santa Fé Rail- 
way Company for the purpose of obtaining for the 
“Union Pacific interests” a minority holding sufficient 
to maintain ‘‘harmonious relations” between the two 
systems. Later President Ripley of the Atchison stated 
that Messrs. John D. Rockefeller and James Stillman 
had acquired $25,000,000 of his company’s stock. These 
shares must have been held privately, however, since 
the Union Pacific’s report as of June 30, 1905, which 
contains a detailed table of all securities owned by the 
company, shows that no Atchison stock was included 
in its holdings. 

During that fiscal year, however, the Union Pacific 
acquired $10,343,100 out of the $19,544,000 of preferred 
stock of the Chicago & Alton Railway Company. In 
December, 1903, Kuhn, Loeb & Co. issued a circular ask- 
ing for the deposit, with certain designated trustees, of 
the Chicago & Alton preferred stock for the purpose of 
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selling it for cash or for the notes of any one or more 
dividend-paying railroad companies. If notes were taken, 
they were to bear not less than 5 per cent. interest per 
annum, mature in not more than five years, and be secured 
by this preferred stock itself. Large deposits under this 
agreement were reported. On October 1, 1904, Kuhn, 
Loeb & Co. announced the sale of this stock at $84 per 
share. The purchaser was not mentioned, but presu- 
mably it was the Union Pacific, since E. H. Harriman 
and two of his associates in Alton finances constituted 
the administrative committee under the agreement. In 
that case the Chicago & Alton shares cost the. Union 
Pacific about $8,688,204. During the same year the 
Rock Island had also acquired $18,790,000 of Alton 
stock, and the two companies entered into an agreement 
for joint alternating control of this property.’ 

The Union Pacific’s table of stocks and bonds owned 
(contained in its report as of June 30, 1906) does not 
show extensive investments up to that time in the share 
capital of independent railway corporations. The com- 
pany is shown to own still $15,436,400 par value of Great 
Northern stock and $13,352,800 of Northern Pacific. 
The Alton shares represented the only additional pur- 
chases up to that time. Yet there had been extensive 
sales of the former two stocks, enough to decrease the 
book value of the company’s “‘Stocks and Bonds Owned” 
to the extent of $62,493,520. This is an enormous sum 
to lie idle, but it was not all idle. To represent the pro- 

1 The purchase of the greater portion of the capital stock of the old Chicago 
& Alton Railroad Company, made in 1899 by Mr. Harriman and three of his asso- 
ciates, that company’s subsequent sale of a thirty-two million-dollar bond issue 
at $650 per 1,000-dollar bond out of the proceeds of which a 30 per cent. dividend 
was distributed to its stockholders, the recapitalization of this system thru 
the organization of the Chicago & Alton Railway Company, the subsequent loans 
made to the latter company by Mr. Harriman in order to enable it to pay its pre- 
ferred dividends, and the more recent consolidation of these two corporations 
into one,—all this would make an interesting story. But to tell it would unduly 
extend this narrative; and, since the transactions were the private activities of 


Mr. Harriman and his associates rather than of the Union Pacific, a description 
of them has been omitted. 
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ceeds, the company had increased its cash onhand $13,913,- 
318, bringing the total up to $21,258,883, its advances to 
other companies for construction purposes by $16,841,646, 
and held “Demand Loans” to the extent of $34,710,000, 
besides other smaller items. The last item is remark- 
able. As we have seen, during two former years the 
Union Pacific had lent the Southern Pacific Company 
over $20,000,000; but these were not carried as demand 
loans. The reader will wonder who the borrowers of 
this enormous amount of funds were. Were they other 
companies, officers of the Union Pacific, or were these 
funds put out on call loans in Wall Street? He will be 
left wondering, for the company’s report throws no light 
upon the subject. 

After June 30, 1906, the Union Pacific made up for 
the time it had lost in the work of reinvesting its funds. 
According to the testimony of Mr. Mahl, the company 
purchased, between that date and the Interstate Com- 
merce Commission’s investigation, a mass of securities 
of an aggregate cost of $131,970,018.46. Summarized, 
these consist of the following :— 


Acquired by the Union Pacific Railroad Company:— 

Par Value. Cost. yok nag 
Illinois Central R.R. Co. . $18,623,100  $32,618,883.53 $175.15 
Railroad Securities Co.: 


Common stock .... 3,415,400 6,905,156.42 202.18 
Preferred stock . . . . 1,898,400 1,917,988.42 101.03 
St. Joseph & Grand Island: 
Ist preferred ..... 932,000 ) 
2d preferred .... . 1,250,000 $ 2,022,540.00 39.79 
ee 2,900,000 } 
Fresno City Railway . . 495,650 106,410.98 21.47 


Pacific Fruit Express, 10% 
subscription to $12,- 
MY & 3 6 0 4 te 1,200,000 1,200,000.00 100.00 


WP a 0 2 $30,712,550 $44,770,979.35 $145.77 
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Acquired by the Oregon Short Line Railroad Company:— 
Cost per 
Par Value. Cost. Share. 
Atchison, Topeka & Santa 
Fé, preferred stock . . $10,000,000  $10,395,000.00 $103.95 


Baltimore & Ohio: 
re 32,334,200 38,801 ,040.00 120.00 
I so. 0a 7,206,400 6,665,920.00 92.50 


C.M.&St.P.Ry.,common 3,690,000 6,274,500.24 170.04 


Chicago & Northwestern, 
common ...... 2,572,000 5,308,673.94 204.21 


New YorkCentral . . . . 14,285,745 19,634,324.93 137.44 
Northern Pacific Ry., 5% 


subscription to $2,491,- 
j Be. pee Ae as 124,580 124,580.00 100.00 


_ TSS are $70,212,925 $87,199,039.11 $124.19 
Total, both companies. . 100,925,475 131,970,018.46 130.76 








In computing the average cost, a par value of $100 a 
share is assumed in every case. Of the total, $45,466,960 
was the cost of Baltimore & Ohio stock. Of this, it 
was stated by Mr. Harriman in the investigation, $36,393,- 
432 was unpaid as yet, leaving $94,576,586 to represent 
the reinvestment of the proceeds of the sales of Great 
Northern and Northern Pacific stock. To this is to be 
added, possibly, the $8,688,204 paid for the Chicago & 
Alton shares in 1904. We have accounted in this way 
for $103,264,790 out of the $116,848,000 estimated above 
as constituting those proceeds. The Union Pacific’s ad- 
vances to other companies will account for the remainder. 

At present rates of dividend, the annual income on all 
of these shares aggregates $4,693,703, which is nearly 
4.55 per cent. on their cost. This is to be compared 
with the barely 3 per cent. which the Great Northern 
and Northern Pacific stocks yielded on their market value 
at the time of their sale. This annual income itself ex- 
ceeds the total income received in dividends on those 
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two stocks by $1,205,255. There is yet to be counted 
the income on the unsold Great Northern and Northern 
Pacific stock which would bring this excess up to $2,128,- 
500. As before stated, the Union Pacific’s sales and 
reinvestments were a good stroke of business. 

Concerning the purchase of the Illinois Central’s stock 
Mr. Harriman stated on the stand that control of this 
system was not one of the Union Pacific’s motives, since 
control had not been acquired. This illustrates Mr. 
Harriman’s acuteness in taking advantage of a techni- 
cality. Technically, the Union Pacific does not have con- 
trol of the Illinois Central, since it owns only $18,623,100 
out of the total amount issued of that company’s stock,— 
namely, $95,042,600; control of the Railroad Securities 
Company gives it voting power over possibly another ten 
millions owned by that company. But these holdings 
certainly give the Union Pacific a strong influence in the 
direction of the Illinois Central’s affairs, and constitute 
a large nucleus about which to build up actual control 
of that company. 

Further, Mr. Harriman’s own words, as recorded in the 
minutes of the Union Pacific’s board of directors, show 
that he did contemplate control of the Illinois Central 
when he advised the purchase of its stock. Summarized, 
Mr. Harriman’s argument for the purchase was as follows: 
(1) the Union Pacific served a large grain-producing 
country, but had no line to the Gulf or to Chicago and 
the South-east; (2) the value of a system having low 
grades and extending from the territory north of the 
Missouri River to the Gulf will be enhanced by the Panama 
Canal: the importance of such a connection to the Union 
Pacific is very great; (3) the strategic value of the Illinois 
Central is little understood and appreciated, and its stock 
is bound to become much more valuable. 

In the last argument Mr. Harriman might be inter- 
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preted as advising the purchase of the Illinois Central’s 
stock for investment or speculative purposes. But there 
is certainly running through the entire argument the 
idea that the control of the Illinois Central would greatly 
benefit the Union Pacific on account of the latter’s grain 
traffic. One proposition in which far-seeing railroad 
managers are coming to believe thoroughly is that event- 
ually the foreign-bound grain from the Mississippi basin, 
and especially from the States west of that river, will 
move by way of the Gulf instead of the Atlantic ports. 
Because of this idea certain systems, notably the Rock 
Island and the Missouri Pacific, have been throwing lines 
into the Gulf ports. When this time comes, the Illinois 
Central will probably be the most strategically located 
railway system for handling this grain traffic. The im- 
portance of that system to the Union Pacific in such an 
event can easily be seen. In the mean time its possession 
would give the latter an important connection with 
Chicago. 

It was these ideas just as much as that of finding a 
good investment for the Union Pacific’s funds which im- 
pelled Mr. Harriman to advise his company to pay $175 
a share for Illinois Central stock and to buy Railroad 
Securities stock on the same basis. The fact that a large 
portion of both of these stocks was purchased from Mr. 
Harriman himself, and that he had acquired them at a 
much lower cost in years long previous, might be made 
the basis of criticism by his enemies. Fair consideration, 
however, will deprive it of any significance. 

The above described stock purchases, we have inti- 
mated, might be considered to be the reinvestment of 
funds liberated, or rather borrowing capacity created, 
by the conversion into common stock of the Union 
Pacific’s bond issue of 1901. The conversion of those 
bonds also made another financial measure possible. 
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It reduced the fixed charges to the extent of $4,000,000 
a year, thru the conversion of an interest into a dividend 
claim. This, together with the rapidly increasing earning 
power of the system, placed the Union Pacific in a posi- 
tion where it could finance a part of its further capital 
requirements by means of the sale of preferred stock 
instead of bonds. The truth of this statement will be 
evident if one considers that, altho the interest charge 
which disappeared in the bond conversion was replaced 
by a much larger claim upon earnings for the payment 
of dividends, yet these dividends were upon common 
stock. Any new preferred stock which might be sold 
would present a claim for dividends which would be 
superior to that of the common stock. Such preferred 
stock ought to sell well, because after the conversion 
of those bonds a much larger portion of the net earnings 
would be left for dividend purposes. 

It was this consideration which actuated the Union 
Pacific in its authorization, in April, 1905, of an increase 
to the extent of $100,000,000 in its preferred stock. The 
issuance of such stock at this time, had the capital re- 
quirements of the company necessitated the creation 
of some new security, would have been in accordance 
with a conservative and wise financial policy, for it would 
have economized the credit of the company. It would 
have left unimpaired the company’s ability to issue bonds 
at a later date, should its need for capital funds again 
become pressing. However, altho authorized for some 
unnamed “lawful corporate purposes,” none of this pre- 
ferred stock has been issued. 

During all this time the Union Pacific had not been 
idle in its traffic department and in its work of building 
up its system internally. The growth of traffic earnings, 
income from investments and other sources, net income 
available for dividend payments, dividends, surplus in- 
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come, and the appropriations therefrom for betterments 
and equipment are represented in the following table :-— 


UNION PACIFIC OPERATIONS. 

















(000 omitted.) 

1900. | 1901. | 1902. 1903. | 1904. 1905. | 1906. 
Gross earnings . $39,148 |$43,538 500 |$51,075|$55,279 |$59,325 |$67,282 
Net earnings . 18,952 | 20,201 | 23,311/| 23,735| 26,253} 28,954| 32,020 

Income from Invest- 
ments, etc. 2,744] 3,221; 4,581; 4,648/ 5,520) 6,497/ 10,330 
G income . 21,695 | 23,422) 27,891 | 28,383| 31,772| 35,451/| 42,350 
d charges 9,108; 9,825) 13,388| 13,107] 13,922) 12,665/ 10,586 
Netincome . 588} 13,598) 14,503) 15,277| 17,850) 22,786) 31,765 
Dividends ..... 7,744| 8,420) 8,197/ 8,333; 8,333; 10,087| 19,532 

tions for 

terments and 
equipment... 2,000} 1,500} 2,000; 2,000) 3,500; 4,479} 4,200 
Other adjustments! . |+2,403 _ +220 |—5,173| +110) +385] +125 
Net me «6 «10. 5,247| 3,678) 4,526) —2297 6,127| 8,605; 8,158 

















The enormous increase between 1900 and 1906 of 
$28,134,000 in gross earnings is seen at a glance. This 
is nearly 42 per cent. Not less striking, the net earnings 
have increased $13,068,000, or 69 per cent. This shows 
economy in the operating department. This economy 
has not been secured by under-maintaining the property 
or equipment, however, for the Union Pacific, like the 
Southern Pacific, makes maintenance expenditures 
which are well above the average of those on other sys- 
tems. 

Probably the most remarkable line in the table is that 
representing the income from investments, loans, etc., 
showing an increase in this income from $2,744,000 to 
$10,330,000. The amount for 1906 was more than suffi- 
cient to pay half of the dividends of that year, and ex- 
ceeded the entire amount of the dividends distributed 
in 1905. The increase in this income has been most 
marked within the last year included in the table, and is 
due in part to the commencement of dividends on South- 
ern Pacific common stock, in part probably to the inter- 


1 Net increase to income, +; net decrease, —. 
2 Net deficit. 
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est on the $34,710,000 of “Demand Loans” spoken of 
above. Owing to these increases in income and to a re- 
duction in fixed charges in recent years, due to the con- 
version of the 4 per cent. bonds of 1905, the net income 
available for the payment of dividends has increased 
at an ever greater rate, namely $19,177,000, or 152 per 
cent. : 

The dividend payments have grown rapidly since 1904. 
This is due to two causes; namely, an increase in the 
rate to common stockholders and the aforesaid conver- 
sion of bonds into that stock. In September, 1905, the 
common stock was placed ona 5 per cent. basis. In 
April, 1906, it was advanced to 6 per cent. Finally, for 
October, 1906, it was placed at 10 per cent., the semi- 
annual dividend of 5 per cent. being payable 3 per cent. 
from earnings and 2 per cent. from the income from in- 
vestments. 

The manner in which this last dividend was announced 
has brought upon Mr. Harriman and his associates prob- 
ably more deserved criticism than any other act. The 
boards. of directors of the Southern Pacific Company 
and of the Union Pacific Railroad Company met in the 
same room at practically the same time. The former 
transacted its business first. The enormous growth in 
that company’s net earnings, its directors thought, justi- 
fied them in commencing the payment of dividends to the 
common stockholders, and accordingly that stock was 
placed on a 5 per cent. basis. The Union Pacific board 
then transacted its business, declaring the customary 
2: per cent. semi-annual dividend on its preferred stock 
and the common stock dividend, as described above. So 
far all is well. But a report concerning these actions was 
not given out until two days afterwards. When this re- 
port should finally be given forth, both the Union Pacific 
and Southern Pacific stocks would rise many points, as 
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they did rise afterwards, on the market. Here was an 
excellent opportunity for those with foreknowledge to 
reap millions of profits by buying these stocks at the 
existing prices and selling them on the advance. Whether 
this was actually done, no one knows but those who had 
this knowledge, namely, the directors of the two com- 
panies. Mr. Harriman explained the delay by saying 
that two of the Union Pacific’s directors were not present 
at the first meeting, and he thought it advisable to in- 
form them of the action before making a public announce- 
ment. This may be all true, and those who were in pos- 
session of the confidential knowledge may not have used 
their knowledge to gain a single dollar for themselves. 
Yet it does not seem that the importance of giving those 
other two directors advance information was great enough 
to warrant the giving of such an opportunity for amassing 
ill-gotten gains. 

But, after paying dividends amounting to ten or twenty 
millions of dollars, the company has had vast sums left 
for betterments and other purposes. For instance, in 
1905, $4,479,000 was spent upon or appropriated for 
betterments and equipment, and charged against the 
surplus account, yet $8,605,000 remained of the year’s 
earnings to increase the formal surplus. In 1906, after 
paying $19,532,000 in dividends and after charging an- 
other $4,200,000 against the surplus account for similar 
purposes, it again had $8,158,000 to carry to its surplus 
account. This surplus, too, it must be remembered, is 
not kept in the form of idle cash, but is also expended upon 
betterments, in the purchase of additional new equipment, 
or by way of advances to other companies (notably the 
San Pedro, Los Angeles, and Salt Lake) to aid them 
in the construction of their properties. Its use differs 
from the previously mentioned appropriations only in 
that the cost of these things is added to the “cost of rail- 
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ways and equipment” account or carried as “advances 
for construction’’; 7.e., is treated as a capital expenditure 
instead of being technically classed as an expense, and 
deducted from “surplus income.” 

The financial strength, and, yes, we may even say the 
financial conservatism, of the Union Pacific Railroad 
Company are brought out in the above description. A 
brief restatement of certain facts will throw the policy 
of the Union Pacific management more strongly into 
relief. Mr. Harriman has enforced for this company the 
highest standard of maintenance for roadway and equip- 
ment of any railway system west of the Mississippi River. 
The expenditure for maintenance of freight equipment 
until 1904 was, perhaps, somewhat below the standard 
set by other systems, being about 44 mills per mile run 
(for freight cars) as compared with 5 to 6 mills on other 
lines; but the Union Pacific’s expenditure on this branch 
of the equipment rose to 6.13 mills in 1905 and 6.87 mills 
in 1906,—figures which are as much above the standard as 
the earlier amounts were below it. The expenditure for 
the maintenance of the passengers equipment during 
the last five years has averaged 1.25 cents per mile run 
of those cars, or more than 25 per cent. more than is 
expended by other Western companies. To maintain 
the locomotive equipment, the company has allowed an 
average of about 9.82 cents per mile run, or 50 per cent. 
more than comparative statistics would indicate as 
necessary to keep this branch of the equipment in good 
operating condition. The alkaline character of the 
water used in the boilers over a considerable portion of 
the system will account for a part of the excessive allow- 
ance for locomotive maintenance, but not for all of it. 
These expenditures mean that, as the company’s equip- 
ment wears out, it is replaced with more capacious and 
better equipment, the entire cost of which is charged as 
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an expense; they mean, also, that the old equipment 
is sent to the scrap heap earlier in its life than is similar 
equipment on other systems. 

In a similar manner the Union Pacific has allowed an 
average, during the last five years, of $1,256 per mile. per 
annum to maintain its roadway, while other Western 
companies have been expending only $800 and $900 per 
mile on their lines. These expenditures result in giving 
the Union Pacific an excellent road-bed and track over 
which to roll its traffic and an adequate equipment with 
which to handle it economically. 

All of these liberal maintenance allowances the Union 
Pacific charges as a part of the expense of operation. 
They are taken into account before net earnings are 
ascertained. Yet, in spite of their great magnitude, the 
company has the large net earnings indicated in the 
table exhibited above,—earnings which are large enough 
to pay fixed charges of nearly $10,600,000 and the huge 
dividends of over $19,500,000 distributed in 1906, and 
still leave a surplus reserve of nearly $2,000,000 for other 
purposes. But to these earnings the company adds a 
vast sum—it was more than $10,300,000 in 1906, and 
will approximate $14,000,000 in 1907—received as in- 
come from investments in the stocks of other railway 
systems. In fact, the Union Pacific could completely 
abandon the operation of its railway lines and still re- 
ceive, as tribute from the Alton, the Atchison, the Balti- 
more & Ohio, the Northwestern, the St. Paul, the Illinois 
Central, and the other great railway systems whose stocks 
it owns, enough income to pay its fixed charges and the 
customary 4 per cent. dividends on its preferred stock. 


THomMAs WARNER MITCHELL. 
New York UNIversity: 
Scuoot oF CoMMERCE ACCOUNTS AND FINANCE. 


1 For a striking comparison bet the fi ial strengths and management 
policies of the Union Pacific and its great rival, the Great Northern, see the Wail 
Street Journal for June 26, 1907. 











MODES OF CONSTRUCTING INDEX-NUMBERS. 


Wits the increasing use of the method of index-numbers 
in measuring the direction and extent of general move- 
ments in the average level of prices, the considerable 
divergence between the modes of construction of different 
index-numbers merits attention. It is very common to 
find the results of the computations of this or that authority 
referred to as giving the change in the cost of living. 
Surveying the field and noting the not inconsiderable 
differences between the results obtained by the different 
calculators, some ground for the scepticism of unsym- 
pathetic critics seems to be afforded. On the other hand, 
the believers in the method of index-numbers can point 
to the general similarity of the indications of movement 
which is found in spite of the divergent methods of com- 
putation. For practical purposes a wide range of varia- 
tion in the material used, and in the mode of combining 
its different parts, is found to be admissible. Neverthe- 
less, it would seem to be desirable to avoid, as far as pos- 
sible, the most glaring deviations from methods which 
have stood the test of much criticism. Simplicity of 
preparation and freedom from mysterious technicalities 
tend to command confidence. Moreover, the very careful 
inquiries of the learned committee of the British Associa- 
tion for the Advancement of Science, which devoted much 
time to the theoretic aspects of the subject nearly twenty 
years ago, led to the conclusion that not much was to be 
gained in accuracy by the sacrifice of simplicity, provided 
the basis of calculation were well chosen and adequately 
representative. 

The present paper does not aim at traversing the ground 
so well covered by Professor Edgeworth in the reports 
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to which allusion has just been made. A brief survey of 
some of the peculiarities of certain well-known index- 
numbers will, however, serve to develop some points of 
critical interest raised by an examination of the varying 
methods employed. Among the best known index-num- 
bers are those of the London Economist and of Mr. Sauer- 
beck, both relating to English prices. Each of these is 
based on a comparatively limited number of representative 
prices, whose variations are measured by the percentage 
borne by these variations to the average prices of a selected 
period of years. The relative influence on the result 
which a particular group of commodities can exert is 
determined by the number of articles in the group, in the 
first place. Thus, to take a topic on which a good deal 
has been written, among the twenty-two price-ratios used 
in compiling the Economist number, cotton has been 
assigned two places, and cotton yarns and fabrics two 
others. Relatively to the entire list, the importance of 
changes in the price of cotton is somewhat exaggerated, 
with effects well illustrated by the high figures to which 
this index rose during the American Civil War. But 
another feature of the simple-arithmetic-average method of 
combining price-ratios, which is so generally used, and 
which appeals by its simplicity and straightforwardness, 
lies a little below the surface. When an important change 
in the relative price-levels of different groups of commodi- 
ties has occurred, the equality of influence on the result 
which was originally accorded to the different items is 
capable of serious modification. As an illustration, we 
may take, from Mr. Sauerbeck’s results, the items of 
Java Sugar, Olive Oil, and Straits Tin in 1904 and 1905. 
All of these had changed in price in the same proportion 
in the year’s interval, and, were the original equality of 
importance in affecting the aggregate result able to be 
preserved, their indices would have moved equally. But 
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relative changes in price-levels had caused the three indices 
to register respectively 40, 64, and 121 in 1904, and 45, 
72, and 136 in 1905. The original equality of influence is 
so modified that equal ratios of price-change affect the 
aggregate price-index by amounts so different as 5, 8, and 
15, respectively. Even on a larger scale the same dis- 
turbing influence may be observed. Thus the 45 price- 
ratios which go to make up Mr. Sauerbeck’s aggregate 
index include eight items for vegetable food, seven for 
animal food, and four for other food (sugar, coffee, and tea). 
The average indices for these three groups in the decen- 
nium 1896-1905 were 61, 82, and 50, respectively. The 
proportions in which equal percentage price-changes in 
each of the nineteen articles which are included in 
these three groups would influence the group totals are, 
therefore, approximately, 10, 114, and 4, in place of 8, 7, 
and 4. The course of events has increased the effective 
weighting, relatively to the third group, of vegetable food 
by 25 per cent. and of animal food by 65 per cent. It is 
possible that these changes of relative weighting may 
correspond to changes in the relative importance attach- 
ing to the groups of commodities affected, so that a desired 
end may be attained without the need of tinkering with 
the basis of the calculations. Whether it can be main- 
tained that the changes which occur must reflect with 
approximate accuracy such modifications of relative im- 
portance of different articles seems, to say the least, 
doubtful. The lapse of any prolonged interval of time 
between the period whose prices form the basis for the 
entire series of numbers, and the present, is likely to involve 
considerable effective weighting of the items of an un- 
weighted index-number. The actual results may not be 
of great importance. 

To test the effect of a change in the date with reference 
to which the price-ratios are calculated, the writer recal- 
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culated the index-numbers of Mr. Sauerbeck and of the 
Economist some ten years ago,’ using the data recorded 
by these authorities, but starting the calculation from the 
prices of the year 1886 instead of from the average of 
1867-77, and of 1840-45, respectively. The results shown 
in a series of numbers extending over twenty years did 
not include any variations in the final averages so striking 
as to give much emphasis to the apparent dangers lurking 
in the insidious indirect weighting of the items to which 
reference has been made. In the case of Mr. Sauerbeck’s. 
index-number the greatest divergence in the period 1876— 
96 was found in the first two years. In 1876, for ex- 
ample, the numbers as calculated by Mr. Sauerbeck show 
prices 37 per cent. above the level of 1886. The recompu- 
tation, with 1886 as reference date, gave the price-level of 
1876 as 41 per cent. above that of 1886. The divergence 
of 3 per cent. between the two indices for 1876 relative to 
1886 is not so large as to shake reliance on the general 
indications of the index as computed by its. careful com- 
piler. With the Economist figures the results were not 
quite as accordant. Thus the price-level of 1880 is shown 
by the journal’s own numbers as 25} per cent. above that 
of 1886. The recalculation, with 1886 as starting-point, 
gave the price-level of 1880 as 33 per cent. above that of 
1886. This divergence, being 6 per cent. of the index, 
is more striking; but it is the largest shown in the series 
1876-1896. A testof the figures for January 1, 1907, on the 
original basis, and also starting from 1886 as reference-date, 
showed a rise of prices of 234 per cent. in the interval 
since 1886 as measured by the numbers given in the Econo- 
mist’s own calculation, while the rise is nearly 29 per cent. 
as measured by the similar calculation on the revised 
basis of 1886 prices. The Aldrich Committee’s report on 


1 Cf. Memoire and Proceedings of the Manchester Literary and Philosophical Society, 
vol. xli., Part III., Session 1896-97. 
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wholesale prices contains some illustrations of the effect of 
changing the reference-date for index-numbers of the 
simple-arithmetic-average type, but no new reflections 
are suggested by them, especially as the chief changes 
substituted a single year for a reference-period without 
making any great change in the length of time inter- 
vening between the date from which calculations start 
and the present time. 

Turning to the index-numbers calculated by Brad- 
street’s and Dun’s, respectively, we find further curious 
effects of weighting, not wholly intentional, perhaps. 
In the case of Bradstreet’s index-number we have an 
average based on quotations for 107 commodities. The 
index for each article is the cost of one pound weight. 
But all articles do not influence the aggregate equally. 
The 107 articles are divided into 13 groups, and the average 
price per pound of the items in each group forms the index 
of that group, the sum of the 13 group indices being the 
final index-number. In the group of metals, for example, 
silver is included. A little consideration will show that 
to average the cost of equal weights of silver, copper, iron, 
etc., will be, in general, to permit the fluctuations of 
silver to dominate the group. Even the inclusion of 
several quotations for iron and steel but partially offsets 
the handicap. On May 1, 1906, the index for the metal 
group was 73.83 cents. On that date silver stood at 
663 cents per ounce, and must clearly have overwhelming 
influence on a group of 14 articles only one other of which 
(quicksilver) was over 50 cents per pound, and which in- 
cluded seven iron and steel items, none of which reached 
2 cents per pound. Again, in the chemical group of 
eleven items, at the same date, opium stands at $2.75 
per pound, and quinine at 18 cents per ounce, so that 
the six items in the group which stood at from 1 to 4} 
cents per pound could have but little share in the group- 
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average index-number of 70.17 cents. A third example 
of extraordinary weighting in this index-number is afforded 
by the group of textiles, which includes eleven items. 
Here we find silk at $4.25 per pound, and scoured Aus- 
tralian combing wool at 85 cents per pound (on the date 
already mentioned), while hemp and jute and flax are 
between 5 and 10 cents per pound, and the remaining 
items between these two groups. The index-number 
for the entire textile group, $2.5468, is obviously likely to 
respond more markedly to variations in the value of 
silk than to those of the commoner, but not less generally 
important, flax or hemp or jute. On May 1, 1906, Textiles, 
Provisions, and Hides and Leather were the three heaviest 
contributors to the aggregate index, in the order named. 
They contributed practically two-thirds of the aggregate, 
while Breadstuffs, Coal and Coke, Building Materials, 
and Naval Stores together accounted for less than 34 
per cent. of the aggregate. 

That, with such remarkably uneven and incongruous 
weighting, the aggregate index should yet reflect the 
price-changes in close correspondence with other and 
evenly weighted index-numbers over the last dozen years 
is something which would hardly have been expected, 
yet such is the fact. 

Dun’s index-number is prepared on an even more 
comprehensive basis than Bradstreet’s. It covers 350 
quotations, with due allowance for the relative importance 
of each. The weighting of the several constituents of 
the index-number is made to correspond to the average 
consumption of each commodity per inhabitant of the 
United States, if we interpret the statement of the com- 
pilers in its apparently intended meaning. Luxuries 
are not included in the articles whose prices are used. 
So far as appears, the data for the weighting are not 


1. Cf, Dun’s Review, December 7, 1901, p. 9. 
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revised from time to time to correspond with actual 
changes in consumption. This revision is, it is true, a 
matter of very great difficulty, so much so that the weighted 
index-number compiled by Mr. Inglis Palgrave, using 
the list of articles and the prices of the Economist, has 
not been kept up to date for lack of satisfactory estimates 
of the consumption of the various items from year to year. 
A fixed scheme of weights is capable of getting as thor- 
oughly out of touch with the facts, in the course of a long 
term of years, however carefully adjusted at the start, 
as a carelessly arranged scheme could be, and may be little, 
if at all, preferable to an entire absence of weighting, 
except in so far as the inclusion of several quotations 
for the more important commodities may constitute an 
effective rough weighting in the latter case. 

Bradstreet’s and Dun’s index-numbers do not correspond 
with exactitude. The broader movements are, however, 
similarly indicated by each. The extent of the rise from 
the beginning of 1897 to the fairly steady level reached in 
1903 and 1904, is shown by both at about 30 per cent. 
This is a somewhat greater percentage change than that 
indicated by the Bureau of Labor index-number, accord- 
ing to which this change of price-level is about 25 per cent. 

This index-number of the Bureau of Labor is sufficiently 
familiar to readers of this journal not to need any elaborate 
description. It is compiled according to the methods 
employed by Mr. Sauerbeck, tho based on more nu- 
merous price-quotations. In place of Sauerbeck’s 45 
components the Bureau uses more than 250 (the number 
has varied between 251 and 261). Manufactured com- 
modities as well as raw products figure largely in this 
list. In addition to such comment as was ventured on 
above in relation to all simple-arithmetic averages of 
price-ratios, the Bureau compilation is open to some 
criticism in regard to the selection of commodities, and 











620 QUARTERLY JOURNAL OF ECONOMICS 


the degree of relative importance assigned to the various 
groups of articles. Thus cloths and clothing are assigned 
nearly 30 per cent. of the entire number of quotations, 
while food items, including the majority of the farm 
products, obtain but a little over 25 per cent. of the total 
number. Metals and implements and lumber and building 
materials together account for as many quotations as 
food. If the object has been to secure arepresentation of 
the different lines of expenditure in rough correspondence 
with their importance to the average person, it may be 
permitted to doubt whether that object has been fully 
attained. Thus eight series of quotations of meats and 
six of meat-yielding animals are given, while six are given 
of sheetings and five of shirtings, besides other cotton 
fabrics and cotton yarns. There are five quotations of 
overcoatings, five of suitings, and four of women’s dress 
goods. Does not this overweight the clothing in com- 
parison with the meat group? Other instances might be 
given to illustrate the point at issue. As already noted 
in other connections, however, but little change of im- 
portance is introduced, as a rule, by considerable changes 
in the weighting of an index-number. 

There are two important questions to which one might 
expect to find the answer in the indications of a well- 
devised and carefully kept index-number. The one is, 
“What is the change in the money-cost of the things we 
buy, due to price-changes since any given date in the 
past?” The second is, “‘What is the average change in 
the value of money relative to other things since any 
given date in the past?’’ In one sense these are but two 
forms of one question. But in another sense they are 
different. The first presents a concrete problem: given a 
certain mass of commodities, what would they cost, or in 
what proportions would their cost vary, at different times? 
It will be readily seen that this differs substantially from 
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the question of how price-variations affect the cost of 
living. The former question ignores, the latter should 
distinctly include, considerations relating to the changes 
in standards of living which are developing. It is difficult 
to know just what many writers do mean by changes in 
the cost of living,—difficult to be quite certain that one’s 
own thoughts are not fluctuating from one conception 
to another in relation to this form of words. If we merely 
desire to know what changes in the aggregate cost of a 
given heterogeneous mass of commodities occur from time 
to time, an index-number with fixed weights to its several 
constituents meets our requirements. But the fixing of 
the weights is a matter not to be lightly dismissed. If 
they correspond to the relative importance of different 
commodities at the initial date from which the calculations 
start, the resulting index should show the changing cost of 
the goods which met the needs of that day. As not a few 
of them become more or less obsolete, their places being 
taken by things some of which are of a quite different 
character, the index which results may not closely reflect 
the changing purchasing power of money after a consid- 
erable interval of years from the starting-point. If the 
weights are made to correspond with the relative im- 
portance of commodities at some date other than the 
initial date from which all price-changes are calculated, 
as shown above, the different commodities are affected 
by the degree in which their price-ratios vary from the 
standard (100) as well as by the multipliers selected for 
the purpose of weighting them. This consideration also 
applies to the ordinary mode of applying a changing 
series of weights. In fact, with changing weights it 
would seem desirable to carry out the series of comparisons 
with a fixed date by the inverse of the usual process. 
If the cost of a given mass of commodities, corresponding 
with the changing consumption year by year, be figured 








622 QUARTERLY JOURNAL OF ECONOMICS 


out on the basis of the prices of a reference-period, ex- 
pressed as percentages of those of each current year, 
the result will more truly express the effect of the price- 
changes of the intervening time on the current expendi- 
ture than if the present cost of the goods consumed at 
a past date were calculated in the usual way, expressing 
present prices as percentages of those of the said date in 
the past. It is far from certain that the index of price- 
change would be the same for the two methods named. 
The consumption of the past at the prices of the present 
and the consumption of the present at the prices of the 
past do not necessarily lead to equal measures of change 
in average prices. 

A method of computing the effect of price-changes 
which yields results not dependent on the location of the 
starting-point of the calculation is to calculate each year 
the ratio of change from the price-level of the preceding 
year, and compound the resulting ratios to obtain a con- 
tinuous index. This method is illustrated ina series of 
calculations presented in the Economist early in each year. 
The foreign trade of the British Isles is taken as the basis 
of the calculation, and the degrees in which changes in 
the volume of trade and changes in the price-level have 
contributed to the movement in the aggregate values 
recorded is determined. Thus the value which the exports 
of 1906 would have had if sold at the prices deduced from 
the record for 1905 is calculated. The comparison of 
this with the actual value shows how much price-change 
has contributed to the recorded trade-movement. It is, 
in effect, the calculation of an index-number of price-change 
for the year, the weighting being according to the impor- 
tance of the different articles in the trade of 1906. It may 
be interesting to record the result of compounding these 
yearly changes for a period of thirty years to date. This 
is done in the following table, arranged, for convenience 
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of later comparisons, so that the average for the ten years 
1890-99 is 100:— 


BRITISH PRICE-MOVEMENT, 1876-1906. 











Forercn Trappe PRIcE-INDEX. 
Yzar. Co ite. Sauerbeck’s 
cer, | Romeio | fipeae ) nO 
ined. b in 
; : 2 Export index. 

ao 154.4 140.0 143.6 143.2 
159.2 134.6 140.8 142.2 
c aa 146.4 129.7 133.9 132.6 
ee 138.9 121.2 125.6 125.8 
146.6 126.1 131.2 133.1 
ae 146.0 119.9 126.4 128.2 
Ds + « 143.3 119.6 125.5 127.1 
ae 139.2 116.0 121.8 124.5 
1884... 130.2 111.4 116.1 114.8 
ra 122.8 106.0 110.2 108.9 
. |e 115.9 100.3 104.2 104.5 
2a 113.9 99.8 103.3 103.6 
110.8 100.7 103.2 106.7 
a 112.2 103.4 105.6 109.5 
eee 110.6 110.0 110.2 108.7 
aa 111.2 109.0 109.5 108.6 
1608. 106.8 103.6 104.4 103.5 
 —<ieaaT 104.1 101.9 102.4 103.2 
ee 95.9 97.5 97.1 95.4 
ae 92.5 94.1 93.7 94.1 
 —_ 94.2 95.3 95.0 92.3 
a 94.1 94.2 94.2 93.9 
Lee 94.4 94.0 94,1 97.0 
1899... 96.0 100.3 99.2 103.2 
La 103.9 114.8 112.1 113.8 
ae 100.1 108.9 106.7 106.4 
oe 99.5 103.2 102.3 105.4 
Ms." « 99.8 104.4 103.3 105.4 
. ae 100.0 105.1 103.8 106.5 
Wee... 100.6 105.5 104.3 109.8 
1906... 104.3 110.2 108.7 116.7 

















Here are shown the indices of price-movement as com- 
piled by Mr. Sauerbeck and as determined in the manner 
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just described. There are given separately indices for 
that part of the imports not re-exported unchanged and 
for the exports of British and Irish produce. A composite 
number is also given, in which the price-changes measured 
by the export-index are made three times as important as 
those measured by the import index. The close corre- 
spondence between this and Sauerbeck’s index is striking, 
except for the final years of the table, where both import 
and export indices show a lower level of price than does that 
of Sauerbeck. 

The price-index prepared in the way just illustrated is 
able to be adjusted without difficulty so as to start from 
any desired level. Sauerbeck’s index, and all those on the 
same basis, are, as shown earlier in this paper, affected by 
the starting-point. Were it recalculated so that each 
item stood at 100 for the period 1890-99, for which the 
figures in the table average 100, instead of each being at 
about 150 for the period 1867-77, some considerable 
changes might be shown. Whether the correspondence 
between the composite trade-index and Sauerbeck’s thus 
modified would be greater or less than appears between 
the two last columns of the table cannot be determined 
without trial. For the trade-index, however, we know 
in advance that the selection of any period whatever as 
that for which the index is to be 100 will make absolutely 
no difference to the ratio of the index for any one of the 
years to that for any other. 

Sir Robert Giffen and Mr. Bowley have determined the 
effect of price-changes on the figures of British foreign 
commerce by calculating for each of a series of years 
what value would be given to the trade if the prices of 
some one of the series were supposed substituted for 
those of all the rest.'_ They have applied directly the 

1 Report to the Secretary of the Board of Trade on Recent Changes in the Prices 


Ezports and Imports (C-5386), 1888; Economic Journal, vol. vii., 1897, pp. 274- 
278. 
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method of the weighted-arithmetic average, and their 
results give a direct answer to one question; namely, 
what would the imports or exports of each year have cost 
at the prices of the selected reference year? They cannot 
give an answer to the question of what the value of the 
trade of any year would have been at the price-level of 
any but the reference year. For that the method just 
described serves as well as theirs. It has at least one 
advantage deserving of mention. When new commodi- 
ties enter into the trade, the ratio of their prices to the 
price-level of a period when they were unknown or neglected 
cannot be satisfactorily determined. Either an index- 
number must exclude all new commodities or it must 
make them enter on an irregular and artificial basis if 
the fixed-reference-period method is followed. When the 
comparison which influences results is always with the 
preceding year, there is no difficulty about introducing 
new articles or dropping old ones, or substituting one 
series for another where standards change. A related 
point is that, under one and the same name, a commodity 
of changing character may be scheduled. To investigate 
the nature of the goods which bear a given designation, 
so as to insure identity, is more feasible when the only 
comparison demanded is from year to year than when 
comparison is needed with a distant past. If the changes 
are continuous and slow, there may not be much to choose 
between the two methods, as the changes may escape 
detection in either case. 

The writer has experimented with the method of year- 
to-year steps applied to the data which yield the index- 
number of the Bureau of Labor, with a view to determin- 
ing whether, in practice, the change of method would be 
a frequent cause of important changes in results. Inci- 
dentally, some other questions of considerable importance, 
on which the results secured might throw some light, 
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were kept in view. As stated earlier, the series of quota- 
tions used in the formation of the Bureau Index are 
numerous, varying from 251 to 261 in different years. It 
appeared possible, therefore, to learn something from an 
examination of the way in which the individual price- 
ratios grouped themselves on either side of the mean. 

A question which soon presented itself was whether the 
items should be combined in the ordinary way, by taking 
their arithmetic average, or whether it were not proper 
to use the geometric average, following Jevons. When 
the yearly steps were determined, they would naturally 
be compounded geometrically, and this fact kept the 
question of geometric averages of the items which con- 
tribute to the determination of the yearly steps promi- 
nently in view. The choice seems to turn somewhat on 
our conception of the problem before us. It was stated 
earlier in the paper that two problems at least may be 
defined as offered for solution by the use of an index- 
number. If we want to know the money-cost of a defined 
group of purchasable commodities, doubling the outlay 
on one is not generally balanced by halving the outlay on 
another. But, if we conceive of our individual ratios as 
so many indices of the strength of the forces at work to 
modify the influence which money exerts on prices, a 
force which, acting alone, would increase the purchasing 
power of money by 25 per cent. needs, to balance it, a 
force which, acting alone, would diminish the purchasing 
power by, not 25, but 20 per cent. The average effect of 
changes must be measured by a geometric mean if we look 
at the matter from this standpoint, while, if we look at 
the matter from the other standpoint, the arithmetic 
average would appear to be the more appropriate to the 
problem. Now there cannot be much doubt that one of 
the things sought by students through index-numbers is 
a measure of the influence of money on prices, disentangled 
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from the influence of technical features of production, and 
from the causes which modify the demand for different 
commodities in varying degrees, and other influences 
which need not be defined in detail. If we approach the 
problem with these points occupying our thoughts, instead 
of with the thought of how much a given sum of money 
can buy or how much money is needed to buy our year’s 
requirements, the geometric mean of the price-ratios will 
appear at least as natural for the solution of our problem 
as the harmonic or arithmetic means, which are the natural 
solutions, if these latter aims monopolize our thoughts. 

The following table shows the magnitude of the yearly 
steps for fifteen years :— 


PERCENTAGE OF PRICE-CHANGE FROM YEAR TO YEAR. 











Direct Comparison YEAR BY YEAR. 
Dats. Bureau Index. 

Arithmetic Mean. | Geometric Mean. 
a 98.9 99.8 99.1 
1801-02 ...... 95.0 95.6 95.1 
eee ee 99.5 100.0 99.3 
1893-904...... 91.0 91.5 90.9 
1894-95. ..... 97.4 98.3 97.4 
1895-96. ..... 96.6 97.0 96.1 
1896-97. ..... 99.2 100.4 99.3 
1897-98 ...... 104.1 104.6 104.1 
rr 108.9 110.3 108.5 
1899-1900. .... 108.7 109.2 108.5 
ee 98.2 98.8 97.9 
ee 104.1 104.2 103.6 
ee 100.6 101.5 101.0 
RUD ws ics 6 99.5 99.9 99.2 
a 102.6 102.9 102.6 














In comparing the two central columns of this table, 
we can trace the effect of the constant reversion to 
equal weighting of the various items, which characterizes 
the third column. The second column, as pointed out 
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earlier, is practically the result of weighting more heavily 
changes in items which stand high relative to their start- 
ing price-level, and less heavily changes in those which 
stand low relative to the same standard. The geometric 
mean reproduces yearly steps of price-change in strik- 
ing correspondence with those of the arithmetic mean 
thus subtly weighted. 

The differences as exhibited in the above table are 
not great enough to arouse much interest, but the following 
table shows what these small variations may mean, in 
their cumulative effect :— 


INDEX-NUMBERS BY THREE METHODS. 











InpExX FROM YEAR-BY-YEAR Ratios. 
Year. Bureau Index. 

Arithmetic Mean. | Geometric Mean. 
0 a 112.9 109.4 113.2 
es 111.7 109.2 112.2 
Ss. a we 106.1 104.3 106.5 
Ee 105.6 ; 104.4 105.8 
MG «© s «6 @ « 96.1 95.5 96.1 
ae 93.6 93.8 93.6 
ih « 4 «4 « 90.4 91.0 89.9 
0 Ee ee 89.7 91.4 89.3 
i + «a. « 6. 93.4 95.6 93.0 
ens oe 4 ee 101.7 105.4 100.9 
ss 6 6 4 6 ¢ 110.5 115.2 109.5 
ns ¢ 6 6 ae 6 108.5 113.7 107.2 
er 112.9 118.5 111.0 
ds 6 « 'e «2 113.6 120.3 112.2 
Se 113.0 120.2 111.3 
Pees 6s 2% % 115.9 123.7 114.2 














The numbers are adjusted so that the average for the 
ten years 1890-99 is 100 in each case. It will be observed 
that the Bureau index is somewhat less accurately ad- 
justed to this standard than the others, its error being 
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about one-eighth of one per cent. The figures are as 
stated in the Bulletin for March, 1906. 

The trifling differences shown in the preceding table 
are seen to be productive of variations of some importance, 
while the correspondence of the index formed from the 
composition of geometric means of price-change from 
year to year, with that formed by the arithmetic mean 
of the ratios of each year’s prices to those of a fixed period, 
is very striking. Further, as we pass from the period 
1890-99, the divergences show signs of increasing. 

As mentioned above, a point kept in view in the work 
was the grouping of the individual price-ratios about the 
mean. The outcome of the calculations, thus far, has 
not appeared susceptible of simple interpretation, tho 
the writer believes that points of considerable importance 
will receive illumination when the work is advanced far 
enough for effective interpretation. If we examine 
the individual ratios making up an aggregate index-num- 
ber such as Sauerbeck’s, the wide range covered is re- 
markable. Thus the year 1875, tho a year within the 
reference-period 1867-77, shows one item over 50 per 
cent. above the initial figure, and another over 40 per cent. 
below it, and there was no considerable concentration 
about the mean. In 1901, to take a later example, one 
item was nearly double the average, one differed little 
from one-third of the average, and these were not wholly 
isolated extreme variations. With so small a number 
of items as 45, no safe conclusion from the wide scattering 
can bedrawn. Examining the grouping of the 259 separate 
price-ratios of the Labor Bureau’s index for 1905, we find 
that, apart from an extreme item just below 40, there 
is fairly continuous grouping from about 60 to 200, with 
three items beyond 200. There is also marked concen- 
tration about the mean, more than one-half of the items 
being included within a range of about 12 per cent. on 
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either side of the mean. The modulus, calculated in 
the usual fashion, is rather over one-third of the mean. 
It is, therefore, no matter for surprise that index-numbers 
calculated from similar material by different methods 
should manifest considerable differences. 

As might be expected, the modulus for the year-by- 
year variation is considerably smaller than for the vari- 
ation of 1905 on 1890-99. In the fifteen years under 
observation, and for the material here examined, the 
modulus varied from a little over 15 per cent. of the 
mean to nearly 24 per cent. The lowest value was for 
1904-05, the highest for 1896-97, and the average of 
the fifteen years was between 18 and 19 per cent. of the 
mean change. A comparison was made of the prices of 
1902 directly with those of 1890, the geometric mean 
being employed. The result gave a fall of price in the 
twelve years of 1.4 per cent. The figures given in a pre- 
ceding table represent the fall at 2 per cent., using the 
geometric mean of the year-to-year variations. As 
several changes in the commodities included had oc- 
curred in the interval, the agreement is very close. The 
Bureau index is the same for these two years. The 
component items of the comparison of 1902 direct with 
1890 show much less concentration than in the case 
above considered, of 1905 compared with 1890-99. The 
modulus is nearly 50 per cent. of the mean, which expresses 
the wider distribution in a more precise form. 

As may be supposed, the component ratios in all these 
comparisons are not evenly distributed on the two sides 
of the mean. In some cases the skewness is consider- 
able. When a comparison is made with the standard 
classification given by Professor Karl Pearson in his well- 
known Memoirs, the criterion obtained does not denote 
that all fifteen of the year-to-year groupings belong to 
the same type. An attempt to apply the formule devel- 
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oped by Professor Edgeworth in his paper read to the 
Royal Statistical Society last year has, so far, not yielded 
satisfactory results. 

Whether the 260 (or thereabouts) series of quotations 
used by the Bureau of Labor in compiling its index-num- 
ber form a fair sample of the price-movements in the 
business of this continent, and thus give significance to 
results deduced from them by such theoretical methods 
as those indicated, is perhaps questionable. The study 
of price-changes of large numbers of commodities may, 
however, yield information worth having, even if it do 
not lead us to change very much our estimate of the mean 
movement of prices. It may be suggested that the 
margin of probable error in an estimate of the change in 
the general price-level becomes in general considerable 
when the interval over which the change is observed is at 
all prolonged. 

A. W. Fux. 


McGitt UNIVERSITY. 








TAX DISCRIMINATION IN THE PAPER AND 
PULP INDUSTRY. 


Tue fact of the existence of inequalities in taxation in 
the United States has been the subject of perennial illus- 
tration. To bring forward, therefore, any further instances 
of what is so commonly taken for granted and so frequently 
regarded as incurable, may be looked upon merely as a 
waste of energy. But surely, unless failure in the task of 
bringing about some measure of reform is to be regarded as 
inevitable (and the possibility of improvement in methods 
of business taxation, by devising arrangements distinct in 
character from those applied to the taxation of individuals, 
is surely not a hopeless one), the constant accumulating of 
facts corroborative of existing shortcomings must be re- 
garded as an essential feature of the task. In line with 
this point of view there are here tabulated certain figures 
which illustrate the extent to which tax discriminations 
exist in the paper and pulp industry. And this is followed 
by an attempt at interpretation of these figures in the light 
of prevailing tax practices. The figures have been com- 
piled from the various United States Census Reports on 
Manufactures, those eight States having been chosen which 
lead in paper and pulp production. 

This table presents two related sets of facts that call for 
explanation and interpretation. The phase of the inquiry 
based on the first of these groups of facts has to do with the 
contemporaneous inequalities in exaction between States, 
the other with inequalities in the same State between 
separate periods, and with the closely related comparison 
between States as to tendencies in this respect. 

A glance at Table I. gives sufficient evidence of the nature 
of the evidence to be interpreted. Whether viewed from 
the standpoint of capital investment, of value of product, 
or of business profits, the variations in tax exaction here 
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Ratio 
Amount of of Taxes 
State. | ia Capital.? bane tg —« Net Income.® 
Pay te.? Per cent. 

‘ 1900 | $977,877 | $167,507,713 $127,326,162 77 $22,242,360 

United States 1905 | 1,383,981 | 277,444,471 188,715,189 73 24,291,407 
1900 181,954 37,349,390 26,715,628 68 4,976,933 3.66 
Bd tae Sing one 1905 241462 56,461,739 37,750,605 65 4,803,654 5.02 
1900 262,835 26,692,922 22,141,461 1.19 3,992,437 6.59 
Massachusetts 1905 321,598 41,073,769 32,012,247 1.04 4,653,967 6.99 

we 

1900 122,071 17,473,160 13,223,275 92 2,223,114 5.49 
eo ae oe 1905 190,594 41,273,915 22;951,124 83 2,258,288 8.44 
1900 97,530 16,580,140 10,895,576 89 1,658,829 5.88 
te ee 1905 194,267 24,408,918 17,844,174 1.89 2,243,182 8.66 
: 1900 64,069 16,424,107 12,267,900 52 2,492,727 2.59 
Pennsylvania 1905 49,973 21,468,927 15,411,032 32 2,058,726 2.43 
1900 40,881 7,872,913 6,543,513 62 940,412 4.35 
he eae ee 1905 55,970 14,433,114 10,961,527 51 1,656,573 3.38 
, 1900 50,995 8,163,081 7,244,733 .70 1,601,523 3.18 
New Hampshire 1905 60,521 14,041,014 8,930,291 68 1,488,155 4.07 
1900 24,957 4,505,741 4,217,869 59 426,988 5.85 
Gisie 45% 4 1905 70,228 8,397,576 7,340,631 96 806,875 8.70 





m hi 





‘ 1In the Census Reports this item is entitled ‘‘Taxes, not including internal revenue.” 
factures, it consists ‘‘almost entirely of State and local taxes.” 
2 Capital represents value of land, buildi 
3 Net income represents aggregate value of products, less the following items: total wages, total salaries, cost of materials, rent of 
works and offices, insurance, interest, contract work, payments, and sundry expenses. \ > i 
the true interest item) to make the result a strictly accurate one; but, on the assumption that there is substantial uniformity from 
to State in whatever shortcomings there may be, the result from a comparative standpoint is not far from satisfactory. 


y, tools, implements, cash, and sundries. 


According to the Chief Statistician for Manu- 


These deductions may not be sufficient (e. 
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indicated are clearly wide enough to arrest attention and 
to give significance to several questions. Most important 
among these are the following: (1) To what extent are 
variations due to divergent tax methods, and to what extent 
to varying degrees of looseness in administration? (2) 
What, if any, has been the influence of these variations on 
the relative development of the industry in different States? 
(3) How are we to account for the general failure of tax 
exactions to keep pace with growth of property values and 
increase in value of output, at the same time that such 
exactions in general increased more rapidly than did net 
income? 

To be sure, could answers of a positive nature be given 
to any of these questions, they would have little general 
value. The paper and pulp industry is relatively of too 
little importance to give such answers more than the quality 
of suggestiveness. Answers of a negative character, how- 
ever, may have somewhat greater value in this regard. 
And such, tho qualified by varying conditions, we may 
expect to find. 

First of all, the tax methods of the various States involved 
must be outlined. With the exception of Massachusetts 
and Pennsylvania the paper and pulp industry is taxed 
in all of these States under general property tax arrange- 
ments, in the same manner and by the same machinery as 
private individuals are taxed.' Administrative details vary 
considerably, from the comparatively simple devices for 
assessment, review, and equalization that prevail in Maine 
to the more complicated arrangements now in use in Wis- 
consin? and in Michigan. Pennsylvania practice is unique. 
In that State manufacturing companies, with few excep- 
tions, are exempted from all State taxes. They are subject 
merely to local taxes on real estate, which reach only their 


1In New York manufacturing companies are specifically exempted from the 
operation of the general corporation tax law of that State. 


2 See Report of Wisconsin Tax Commission, 1907, pp. 148 et seg. The activity 
of this Commission has had much to do with the increasing efficiency of adminis- 
tration in Wisconsin. In 1905 a new law, elaborating details of administration, 
went into effect. A similar law was passed somewhat later in Michigan. 
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lands, buildings, and such machinery as is attached or 
fixed to their buildings. In Massachusetts paper and 
pulp companies, as other manufacturing companies, are 
taxed under a combination of devices. Domestic corpora- 
tions are locally taxed on their real estate and machinery 
under the general property tax, and the remainder of the 
property is reached by a State tax on the corporation. 
This remainder, the so-called corporate excess, is deter- 
mined by ascertaining the actual value of outstanding 
shares, and deducting (1) the value of real estate and 
machinery locally taxed, (2) the value of property situated 
in another State or country and taxable there, and (3) the 
value of securities which, if owned by an individual residing 
in Massachusetts, would not, for special reasons, be liable 
to taxation. This last arrangement makes feasible the 
formation of holding companies. Foreign corporations pay 
local taxes on real estate, machinery, and merchandise, 
besides a State excise tax. Manufacturing concerns, not 
incorporated,? are locally taxed, as are corporations, on 
their real estate and machinery, but in addition are subject 
to a tax upon their entire stocks of merchandise, with no 
deductions for outstanding liabilities such as are made in 
the case of domestic corporations in assessing corporate 
excess. 

(1) It is manifestly impossible to trace any close con- 
nection between the amount of tax exaction in each State 
and the method of taxation in vogue. Referring merely 
to the six States in which the same system, the general 
property tax, is in use, on whatever basis the test be applied, 
significant variations in the proportion of taxes paid are 
to be noted. Some other cause of variation than diver- 
gences between States in the general nature of tax methods 
employed must, therefore, be found in these six instances. 

1 Patterson v. Delaware County, 70 Pa. 381. For further treatment see the 


author’s ‘‘Taxation of Personal Property in Pennsylvania,” in this Journal, Novem- 
ber, 1906, p. 61. 


2 See page 640 for an illustration of the possible effect of this provision. 


3 For a complete treat: t of this subject see Bullock, ‘‘Taxation of Corpora- 
tions in Massachusetts,” in this Journal, February, 1907. 
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Turning to the other two cases, the low ratio in Pennsyl- 
vania is, of course, easily accounted for in chief part by the 
method there employed; and in Massachusetts the more 
exacting provisions of that State’s variegated system prob- 
ably account in good measure for the large proportionate 
exaction there. But leaving out of account the case of 
Pennsylvania, which is too exceptional and temporary to 
be allowed to influence any general conclusion along this 
line, and for the present neglecting the case of Massachu- 
setts, which does lend some color to the view that the gen- 
eral method or system of taxation may have an appreciable 
effect on the comparative volume of tax payments, the 
divergences in the cases of the other six States, following 
similar general schemes of taxation, would lead us to look 
for other causes in other directions. These are, of course, 
the varying efficiency of administration in the different 
States, due in part to the character of administrative de- 
tails prescribed by law and in part to the personal factor 
in administration, and the varying tax rates of the dif- 
ferent States, due to correspondingly varying revenue needs 
in those States. It is possible to draw from the figures little 
more than inference as to the presence or effect of these 
causes, for their influence, in lack of requisite detailed in- 
formation, is not separable. However, with the exception 
of Michigan and Wisconsin, States in which there have been 
during recent years symptoms of increased efficiency in tax 
administration (an increased efficiency which shows itself 
in the rise in the tax ratio of those States, as indicated in 
the tables between 1900 and 1905), there is little evidence, 
and therefore little reason, to question the generalization 
that in the other four States there was such substantial 
uniformity of administrative inefficiency as usually accom- 
panies the taxation of general property. Granting, there- 
fore, substantial uniformity in ineffectiveness of administra- 
tion in these four cases, variations must be accounted for 
largely on the basis of varying local revenue needs. Where 
density of population and of investment is low, the necessary 
minimum of expenditure for public equipment and for ad- 
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ministration is likely to lead to a relatively high tax rate. 
Conditions of this character are almost invariably to be 
found in regions where wood pulp and wood-pulp paper are 
made, so that a higher tax ratio would be expected in the 
cases of Maine, New Hampshire, and New York (three of 
the four States in question), where this is the predominant 
industry, than in Ohio, where straw and other papers are 
produced in more densely developed industrial areas. The 
figures tend to confirm this view. At the same time such a 
conclusion must not be insisted upon in view of other pos- 
sible influences, as, for instance, the tendency in New Eng- 
land towns to saddle on the community expenses for im- 
provements which in other sections of the country would 
probably be borne by property owners thru some more 
direct medium than that of taxation. Our answer to the 
first question, then, must be a very unsatisfactory one. 
Indeed, it little more than illustrates the difficulties incident 
to an investigation of this nature. The most that can be 
said is that the character of general tax methods employed 
probably has some influence in producing variations in tax 
exaction (compare Massachusetts with the other States), 
that varying efficiency of administration further magnifies 
this result, and that local financial needs, varying in no 
exact proportion with local differences in population and 
wealth, still further complicates an already complex situa- 
tion. 

(2) As regards the answer to the second question, the 
varying burden of taxes in the different States has probably 
had little, if any, influence on the relative development of the 
paper industry of those States. Tho variations in tax pay- 
ment, such as the figures reveal, constitute real discriminat- 
ing deductions from profits, other conditions of relative ad- 
vantage and disadvantage, based largely on differing natural 
conditions of production, are of so much more vital impor- 
tance as to make tax items comparatively insignificant. 
Pennsylvania may be an exception in this respect. There 
the prominent position of the State as a producer of paper, 
considered in connection with the miscellaneous rather than 
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special character of the business, and also in connection 
with the lack of especially favoring local conditions (ex- 
cepting, perhaps, an excellent labor supply) creates a pre- 
sumption in favor of the view that the low tax expenses have 
contributed something to the upbuilding of the paper in- 
dustry in that State. Proximity to supplies of raw material 
or the presence of water power, or both, is the primary 
cause of the pre-eminence of the other States as paper pro- 
ducers. Maine, Michigan, New York, and Wisconsin pro- 
duce the bulk of the wood-pulp papers manufactured in the 
United States. Nearness to supplies of spruce and poplar 
is an important factor in all of these cases, and abundance 
of cheap water power in most of them; altho in Michigan 
a surprisingly large proportion of the raw materials used, 
according to the Census of 1900,? consisted of old or waste 
paper. The abundant water power of the Connecticut 
Valley accounts in large measure for the localization of 
the manufacture of the finer rag papers in Massachusetts. 
Excepting Pennsylvania, paper production in Ohio is more 
nearly miscellaneous (and the percentage of taxes lower, it 
will be noted) than in any of the other States above men- 


1On the face of things at least, it would seem that this tax exemption policy 
should by this time have contributed its expected share to the expansion and diver- 
sification of manufacturing industry in Pennsylvania. Pennsylvania’s position of 
prominence as a manufacturing State surely points in that direction. State officials 
have not infrequently on this gr ded the removal of the exemption, 
and bills to that effect have ‘from time to time been introduced into the State 
legislature. During the recent legislative session the so-called Endsley Bill was 
introduced, and was strongly supported. It provided for a graduated tax of one 
mill on the dollar for concerns with capital up to $500,000, three mills up to 
$1,000,000, and five mills when the capital stock amounted to more than $1,000,000. 
In support of the bill Mr. Endsley and others urged that the policy of exemption 
since 1885 had cost the State $50,000,000, and was now resulting in an annual 
loss of $5,000,000. But the lobby of the manufacturing interests was so strong 
that the bill was killed in the Lower House, as were several other bills increasing 
corporation taxes. Those who led the fight against the Endsley Bill urged the 
continued necessity for encouraging the development of the manufacturing indus- 
tries of the State. Said Mr. Blaksle: ‘‘I have in mind a number of lines of in- 
dustry recently introduced, and beyond doubt others are to come. This provision 
has helped to build up the magnificent prosperity of the Commonwealth, but we 
want more of it. Just as past legislatures have opened the door for development 
along this all-important line, so this legislature may well keep open that door.” 

2 $700,270 was expended for old and waste paper, compared with $893,210 


for wood and prepared wood fibre, and $137,772 for rags. Twelfth Census of the 
United States, vol. ix. pp. 1030, 1031. 
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tioned; but even here proximity to supplies of an important 
raw material contributes something to the position which 
Ohio shares with Indiana and Illinois as consumers of four- 
fifths of the straw used in paper-making in the United States. 
Pennsylvania, too, has a specialty, building and roofing 
paper,’ but in that State, as we have already indicated, 
paper manufacture is more varied than in any of the others; 
and it is not improbable, as was said above, that in this one 
instance, at least, low taxation has contributed something 
to the State’s position in paper production. 

(3) In connection with our last question it is to be noted 
from Table I. that (with the exception of Michigan and Wis- 
consin) the ratio of taxes to value of property and to value of 
product decreased between 1900 and 1905, at the same time 
that the ratio of taxes to net income (excepting the cases of 
Ohio and Pennsylvania) showed a substantial increase. The 
following table illustrates these tendencies in terms of per- 
centage of increase in each of the elements under considera- 
tion between the years 1900 and 1905. First, with reference 
to the failure of taxes to keep pace with increasing invest- 








TABLE II. 

PERCENTAGE OF INCREASE BETWEEN 1900 aND 1905 IN 
State. | Capital. be Soy Motorists? om Taxes. 
United States .. 65 48 57 9.2 42 
New York... . 51 42 57 3.58 33 
Massachusetts . . 54 45 50 16.6 26 
) Sr 136 73 94 2.5 56 
Wisconsin... . 48 70 59 35.3 100 
Pennsylvania . . 31 26 35 17.48 238 
Sa 84 68 65 76.2 37 
New Hampshire 73 23 36 7.08 20 
ichi pS rean 84 73 70 89.2 191 




















1 According to the Census of 1900, vol. ix. p. 1022, Pennsylvania made nearly 
one-half of all the building and roofing paper made in the United States ($1,313,436 
out of $3,025,967). 

2**Cost of Materials’”’ covers cost of raw materials and mill supplies, as well as 
expenditures for freight, fuel, rent of power and heat. 
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ment values. The general tax methods employed in all of 
the States during this period remained unchanged, so that 
the explanation of the facts must be sought for either in 
administrative shortcomings or in changes of tax rate, or 
in both. In lack of specific detailed information it is im- 
possible to make any accurate generalization with reference 
to the rates of the multitude of tax exactions that go to 
make up the totals of taxes paid by paper manufacturing 
companies in the different States; but it is unquestionably 
safe to assume that such change as there has been in average 
rates is small at most, and that even this small measure has 
been in the direction of increase rather than of diminution. 
Indeed, for present purposes this factor in the situation 
may safely be neglected. Turning then to the other factor, 
it is to be observed that the period from 1900 to 1905 was 
@ period of very rapid increase of investment in the paper 
manufacturing industry, increase in actual property values 
rising as high as 136 per cent. in the case of Maine and averag- 
ing 65 per cent. for the United States as a whole. In view 
of this very rapid growth in real investment values it is easy 
to account for the diminishing ratio of taxes to capital, on the 
usual ground of the failure of property taxes, as commonly 
administered, to keep pace with rapidly advancing property 
values. The exceptional experiences of Michigan and Wis- 
consin in this regard are, doubtless, to be ascribed to the 
toning up of tax administration that those States have under- 
gone in recent years. In the other States the experience 
has been the usual and expected one. To be sure, additional 
contributory local causes have, undoubtedly, been at work. 
In Massachusetts, for instance, the falling off may in slight 
measure be accounted for by changes in the character of 
business organization in the paper industry between 1900 
and 1905. In 1900 twenty-six of the ninety-three concerns 
engaged in paper manufacturing were unincorporated.' 
In 1905 but seventeen of the eighty-seven separate concerns 
then in the business were unincorporated.? It is. probably 


‘ Twelfth’Census*of the'United States, vol. ix. p. 1029. 
2 United States Census of Manufactures, 1905, Bulletin 53, p. 29. 

















TAX DISCRIMINATION 641 


the case that under present methods of taxation in Massa- 
chusetts (especially in the taxation of merchandise) incor- 
porated concerns are in a position of advantage over un- 
incorporated enterprises,’ so that under the movement 
toward incorporation, which has made progress during 
this period, some merchandise that might have been taxed 
under the earlier conditions may now escape taxation. 
Minor influences may likewise contribute to the general 
result in other States; but the general cause above ascribed 
is probably the chief one. 

As regards the tendency manifested in the tables for taxes 
to increase during this five-year period more rapidly than 
net income, a partial explanation can perhaps be given. 
It will be noticed, in the first place, that with the exception 
of Wisconsin the rate of increase in value of product was 
lower in every instance than the increase in property values. 
This, in all probability, betokens one of two things: either 
that investment in the paper industry in response to the 
growing demand for paper products has proceeded more 
rapidly than the immediate demand for paper has warranted 
(i.e., that large investments have been made to meet pro- 
spective rather than immediate demands) or that in 1905 
there were more additions to plant under process of com- 
pletion than in 1900, such additions adding much to in- 
vestment values, but nothing to earnings. It is probable 
that both of these influences were operative, so that the 
amounts paid out in taxes, which, as we haveseen, are for 
the most part based on property values, would very natu- 
rally increase more rapidly than earnings. And under 
such circumstances it might be urged, by the way, that the 
failure of the property tax to keep pace with increasing 
property values is after all not so objectionable as at first 
sight, from a public revenue standpoint, it might seem 
to be. 

A further factor in retarding growth of net earnings 
relatively to increase in property values and in value of 


1See Bullock, ‘‘Taxation of Corporations in Massachusetts,” in this Journal, 
February, 1907, p. 211 et seq. 
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product was the high rate of increase in cost of materials. 
With the exception of Wisconsin, Ohio, and Michigan, it 
will be noticed that cost of materials advanced during the 
five-year period more rapidly than value of product (in 
the latter two of these instances, however, it will be seen 
that the more rapid increase in the latter item was rela- 
tively slight). On the surface of things it would seem as 
if competition in the paper industry (and the testimony of a 
number of manufacturers confirms this view) has been strong 
enough to prevent a rise in the prices of finished products 
at all commensurate with the rising expenses for materials. 
Labor costs, too, have arisen since 1900, the increase in this 
item in the cases of Wisconsin and Michigan approximating 
90 per cent., but this factor is of minor importance com- 
pared with the one last mentioned. Michigan is the only 
case in which net earnings grew faster than either capital 
or value of product. The slightly lower relative cost of 
materials must account for this; for the advance in labor 
cost and in miscellaneous expenses was more rapid than the 
advance in value of product. In the case of Ohio both 
labor cost and cost of materials advanced less rapidly than 
value of product, this accounting in the main for the large 
increase in net income in that State. The case of Pennsyl- 
vania is peculiar. An increase of 35 per cent. in cost of 
materials and of 45 per cent. in labor cost, in the face of 
a 25 per cent. increase in value of products, goes far toward 
explaining the absolute decrease in net income. But it is 
difficult to see how there could be a more than correspond- 
ing diminution in the relative amount of taxes paid, in the 
face of a rise in actual property values of 31 per cent. In- 
asmuch as taxes are local only and are based merely on 
realty values, the first suggestion looking toward an explan- 
ation of this peculiar circumstance would naturally be that 
the larger portion of this increase was in untaxable person- 
alty rather than in taxable realty items. But an examina- 
tion of the census returns will not support this theory. 
From 1900 to 1905 value of lands and buildings increased 
from $3,678,740 to $5,626,307, or 41 per cent., compared 
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with an increase in value of machinery,' tools, implements, 
cash, and sundries of from $12,745,367 to $15,842,620, or 
only 24 per cent. Other available facts do little, if any- 
thing, to explain the discrepancy. There has been no low- 
ering of local tax rates in Pennsylvania that would account 
for it. In view of the fact that the number of paper and 
pulp manufacturing establishments? in Pennsylvania was 
fewer by eight in 1905 than in 1900, temporary tax exemp- 
tions in particular localities, offered with a view to encour- 
aging the growth of local industries, cannot account for it. 
And in lack of more special information it would seem hardly 
fair to ascribe the falling off to exceptional deficiencies in 
administration; for, taking the manufacturing establish- 
ments of the State as a whole, taxes increased 21.2 per cent. 
between 1900 and 1905, compared with an increase in capital 
of 37.7 per cent. and in value of product of 18.5 per cent. 
So that this mystery must remain unsolved. 


Such are the partial, and, therefore, measurably unsatis- 
factory, answers that can be given to the three questions 
which we addressed ourselves at the opening of this attempt 
at statistical interpretation. The specific results in them- 
selves, even if accurate as far as they go, possess little broad 
or general value. Indeed, their chief significance probably 
lies in the emphasis they give the view that a piece of in- 
vestigation of this nature, to have any value whatever, 
must be detailed to the highest degree, and must be founded 
on the possession of minute information much more varied 
and extended than such as was available in the present 
instance. 

But, whatever the interpretation of the general facts may 
be, the facts themselves remain; and these, with similar 
facts that might be drawn from a similar study of any other 
of this country’s varied industries, point to no small degree 

1Some machinery is, of course, taxed as realty (see note on page 635); but 


necessary additions from this source to values of lands and buildings would little 
affect the result. 


2In census terminology an ‘‘establishment” consists of a mill or mills in a 
given place, owned by a single individual, firm, or corporation. 
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of discrimination in tax exactions between manufacturing 
concerns situated in different States. Unless we accept the 
rather naive theory of a certain paper manufacturer! with 
whom the writer recently had an interview, it is hard to 
avoid the wish that some method of departure from the 
property tax might be devised by which manufacturing 
concerns could be taxed with some reference to relative 
earnings rather than merely with reference to their relative 
accumulations of bricks and mortar and steel. To be 
sure, speedily to bring about such a change in any efficient 
degree would necessitate an extension of administrative 
centralization such as, under present conditions in this 
country, we should be loth to contemplate. For the pres- 
ent a multitude of varied and discriminating exactions 
must, therefore, be regarded as an unavoidable accompani- 
ment of our decentralized system of governmental adminis- 
tration. Under the circumstances the most available pro- 
visory expedient would seem to be that of an increasingly 
careful investigation of existing tax conditions. And it 
would further seem that this can best be done at the hands 
of specially and permanently constituted State agencies. 
On the basis of resulting knowledge of actual conditions 
within limited areas and of generalizations drawn from 
such information, gradual improvement in the direction of 
the standardizing and equalizing of tax requirements might 
be expected. Michigan, Wisconsin, and Minnesota are 
pioneers among the States in this movement; and the re- 
sults of their activities, despite early errors, are typical of 
what might be done more widely in the acquiring and sifting 
of significant facts, without which there can be neither in- 
telligent legislation nor wisely efficient administration. 


RosweEtut C. McCrea. 
Bowpoin CoLiEce. 


1 This official of an important concern advanced the view that property taxes 
are preferable to taxes based on earnings because of their tendency to discriminate 
against the less efficient in favor of the more efficient plants, this contributing to 
the survival of the fittest establishments. 
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NOTES AND MEMORANDA. 


MUNICIPAL OWNERSHIP OF TELEPHONES IN 
GREAT BRITAIN.’ 


Of the six cities which established municipal telephones 
under the act of 1899, only two were still operating their 
systems in June of this year (1907). Tunbridge Wells 
sold its plant to the National Telephone Company in 1902, 
at the end of its first year of working. Glasgow and 
Brighton sold their plants to the British Post-office in the 
latter half of 1906. Swansea sold its plant to the National 
Telephone Company in the spring of the current year. 
Portsmouth and Hull alone remain in the field, and their 
withdrawal is only a matter of time. This rapid collapse 
of the municipal undertakings has been thought to be an 
important piece of evidence against the general policy of 
municipal ownership. In fact, it throws no light at all 
on the general question. The abandonment of the policy 
of municipal ownership of telephones is the result of the 
peculiar conditions under which telephone operations have 
been carried on in Great Britain in recent years. 

The circumstances under which that policy was adopted 
must first be taken into consideration. In 1899 the tele- 
phone situation in Great Britain had reached a crisis. The 
service had long been in the hands of a practical monopoly, 
the National Telephone Company. The state in 1896 had 
purchased all the trunk lines (7.e., long-distanee lines), and 
thereafter operated them as a part of its telegraph monop- 


1 The leading sources for the recent history of the telephone in Great Britain 
are: (1) the Reports of the Select Committees of 1898 and 1905, with the Minutes 
of Evidence; (2) the Reports of the Postmaster-General; (3) the Parliamentary 
Debates on the Agreements of 1901 and 1905; (4) the (London) Electrical Review, 
the Electrician, and the Economist. 
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oly. But the company retained the local exchange busi- 
ness. The licenses under which the company operated its 
local systems would expire in 1911. This would render its 
plant worthless unless the government chose either to pur- 
chase the plant or to extend the licenses for another period 
of years. The latter alternative was out of the question. 
Some form of public ownership of the telephone was de- 
manded by public opinion as the ultimate solution. On 
the other hand, unless some action were taken in advance, 
the government, in order to prevent an interruption of the 
service, would find itself compelled in 1911 to buy out the 
telephone company, probably at an inflated price. This 
would be but a repetition of the bad bargain of 1870; when 
the telegraphs were purchased. Immediate action was nec- 
essary in order to force the monopoly to come to reasonable 
terms in 1911. 

Competition was generally recognized as the most prom- 
ising mode of compelling the company to come to terms. 
Unless the government demonstrated its ability to get along 
in 1911 without the plant of the company, it would find 
itself wholly in the latter’s power. Competition was not sug- 
gested as a permanent regulator of the industry. For the 
ultimate solution of the problem the only question in doubt 
was whether the local exchange business should be national 
or municipal. What sort of temporary competition should 
be resorted to ought to have been decided with a view to the 
ultimate solution. But the government of the day could 
not settle that question in advance. Accordingly, it deter- 
mined tentatively to authorize municipal competition. A 
number of municipalities had long been dissatisfied with 
the service of the monopoly. Altho others had made 
agreements with the company whereby it was able to im- 
prove its service, it was believed that the policy of munic- 
ipal competition would meet with a ready response. In- 
deed, the leading advocate of the policy, Glasgow, was eager 
to be given the opportunity. At the same time the gov- 
ernment decided that the postal authorities should join in 
the attack on the monopoly. 
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The decision was embodied in the act of 1899. Compe- 
tition between the company and the municipalities was in- 
tended to be started on a fair basis. The latter were au- 
thorized to take out licenses for not more than twenty-five 
years; but, if the term extended beyond 1911, the company 
might secure a corresponding extension in the same area. 
At the expiration of the licenses such portions of the plants 
of both the municipalities and the company as should con- 
form to the standard of efficiency to be prescribed by the 
Postmaster-General would be purchased by him at their 
fair market value without payment for good will. 

Under this act only six out of a possible 1,334 munici- 
palities established competing exchanges. In one of these, 
Tunbridge Wells, the municipal undertaking was made an 
issue in local politics, and was disposed of at the end of a 
year. In the others vigorous competition was inaugurated. 
The company responded with equal vigor, and for a while 
a doubtful contest was waged. Rates were greatly reduced 
and an unprecedented expansion of telephone facilities in 
the competitive areas followed. Short-lived tho they 
were, the municipal systems did some excellent service. 
They drew attention to the high rates previously charged 
by the monopoly and they greatly aided in popularizing 
the telephone. Without the episode of municipal compe- 
tition the British public would not so soon have realized 
the extent to which the telephone may become a necessity, 
not only of business life, but of the social life of the people. 
In Glasgow experiments were made with the equipment of 
the system which turned out unfortunately, so that at the 
time of the sale its finances were in an unsatisfactory con- 
dition. The other municipal systems, however, were tech- 
nically sound. 

The general abandonment of the municipal telephone 
undertakings thus cannot be adequately explained by any 
technical or financial weaknesses for which their managers 
were responsible. The explanation must be sought else- 
where. In the first place, the regulations governing com- 
petition which were laid down by the act of 1899 gave the 
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National Telephone Company a great advantage. It had 
been anticipated that the power of the company to make 
local discriminations in rates would be offset by the power 
of the municipalities to aid their undertakings by taxation. 
Thus each party would be equally prepared to maintain 
unprofitable competition. It did not work out in that way. 
Municipal undertakings could not seek relief from taxation 
without inviting charges of financial failure. This they 
were reluctant to do. The company was easily able so to 
cover up the accounts of its business in competitive areas 
that its profits or losses were unknown. Thus, without 
publicity, it might defray the cost of cut-throat competition 
from its surplus gains in the non-competitive areas. It un- 
doubtedly did this, to the great damage of the municipal 
undertakings. 

If a greater number of municipalities had established 
competing systems, the company’s advantage from local 
rate discriminations would have been less overwhelming. 
But several factors combined to discourage municipalities 
from applying for licenses. The arrangement of the local 
telephone areas in accordance with the terms of the com- 
pany’s license greatly hampered municipalities planning to 
compete. An area often included several separate munici- 
palities. This made it difficult for the local authorities to 
organize a well-knit system. Moreover, they were reluctant 
to grant the company statutory rights in their streets, as 
they must do in order to secure for themselves a license 
over an extended period. If, on the other hand, they took 
out a license running only until 1911, they must entirely 
recoup their capital during the interval. This would make 
successful competition difficult. The company was assured 
of protection from total loss, if it were defeated by a muni- 
cipal competitor before 1911, and yet the municipalities 
had no certainty of a day when they could operate their 
exchanges undisturbed by the presence of a rival. Muni- 
cipal competition was not attractive to ambitious muni- 
cipal traders in search of new fields to conquer. Those 
municipalities which had made working agreements with 
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the monopoly were especially reluctant to try the new 
policy of competition before they had an opportunity to 
watch the success of the Glasgow undertaking. 

The most important factor in discouraging municipalities 
from applying for licenses was the action of the govern- 
ment itself. It will be recalled that part of the plan of 
1899 was the co-operation of the postal authorities with 
the municipalities in the attack on the monopoly. The 
Postmaster-General promptly began to plan a postal tele- 
phone exchange system for London. The central exchange 
of the Post-office was opened early in 1902. But there was 
no competition with the company. The Postmaster-Gen- 
eral had already decided not to compete, but to co-operate. 
An agreement had been concluded November 18, 1901, 
providing for identical rates on both systems, intercommu- 
nication between them, and, most important of all, pur- 
chase of the company’s plant in 1911. This agreement 
spared the public the inconvenience of competition, and ac- 
complished for the London area all the object,for which the 
policy of competition had been originally devised. It was 
unexpected, however, by the advocates of real competition. 
They had no reason to anticipate such a complete reversal 
of atiitude on the part of the government so early in the 
contest. 

These facts readily account for the small number of mu- 
nicipalities which entered the field. The final blow was 
struck directly by the government. During the years im- 
mediately following the completion of the London agree- 
ment the Post-office steadily pursued its policy of co-opera- 
tion with the monopoly. In 1904 further action had be- 
come necessary in order to induce the company to provide 
for extensions until 1911, as well as to secure equitable 
terms of purchase at that date. The government was con- 
vinced that reliance could not be placed in municipal com- 
petition alone to secure these objects. It was being con- 
ducted on too small a scale. Accordingly, the Postmaster- 
General determined to extend the terms of the London 
agreement of 1901 to the company’s telephone systems 
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thruout the kingdom. To secure the assent of the com- 
pany, he announced that he should grant no more licenses 
to municipalities to establish telephone systems. This an- 
nouncement terminated, so far as the government was con- 
cerned, the policy of municipal competition. It showed 
that the ultimate solution of the telephone problem was to 
be national monopoly of the local exchange business. The 
agreement with the company, which was concluded in 1905, 
was the consummation of the purpose of the act of 1899. 
But it effectually killed the prospects of the then existing 
municipal undertakings. Their sale became only a ques- 
tion of time. 

The apparent failure of municipal ownership of telephones 
is thus in reality the result of the abandonment of the 
policy of telephone competition. That policy was aban- 
doned because its objects were accomplished. It is impos- 
sible to say what the result of municipal ownership of tele- 
phones would have been, had it been possible to have given 
that a real trial. As things stood in Great Britain, compe- 
tition was intended only as a temporary makeshift. In 
1899 the ultimate solution of the telephone problem had 
been postponed until experience should have shown the 
relative advantages of state and municipal ownership. 
Before a thorough test could be made, the government 
seized a favorable opportunity for driving an advantageous 
bargain with the monopoly. In so doing, it sacrificed the 
prospects of municipal telephones. Yet to the municipali- 
ties is due a share of the credit for creating that opportunity. 
They aided the Postmaster-General in convincing the officers 
of the National Telephone Company that it was possible for 
him to get along in 1911 without their telephone systems. 
From this point of view municipal ownership of telephones 
was not a failure. The benefits of the policy on the whole 
have probably been worth their cost. 


A. N. Hotcomse. 


Harvarp UNIVERSITY. 
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INDUSTRIAL CONCENTRATION AS SHOWN 
BY THE CENSUS. 


The years 1899-1902 were notable for the culmination 
of the movement towards industrial consolidation. Sud- 
denly, from a yearly average of less than one hundred 
million dollars of new capitalization, the year 1898 witnessed 
an issue of securities of industrial combinations amounting 
to $708,000,000, followed in the next year by the enormous 
aggregate of approximately two and a half billion dollars. 
A relapse in 1900 was followed again, in 1901, by another 
total of about two and a half billion dollars, including, of 
course, the United States Steel Corporation issues. A total 
of new industrial securities amounting (at par) to over six 
billion dollars was injected into circulation within three 
years,—an amount equal to seven times the national debt 
and about three-fourths of the total market value of all the 
railroad stocks and bonds outstanding in 1900. Since this 
climax the new issues have declined rapidly to an annual 
total scarcely larger than before the movement began in 
1898. An economic problem of a magnitude worthy the 
serious attention of students of public affairs made its 
appearance; and yet a problem which, on account of its 
extra-legal or anti-legal character, was developed so much 
under cover that it was well-nigh impossible to measure 
quantitatively. We know that a certain number of com- 
binations exist, each seeking a monopoly of the market; 
but we are largely in the dark as to the degree of success 
which is likely to attend their efforts. Is the opportunity 
of the small independent manufacturer gone forever? Or 
are the small mills and individual enterprises holding their 
own? Or are these industrial combinations which sprang 
up in a night likely to prove unhealthy, and so to perish in 
the face of competition? So essential are these questions to 








652 QUARTERLY JOURNAL OF ECONOMICS 


cur national welfare that every scrap of evidence tending to 
throw light upon them deserves careful scrutiny. 

For the first time since the trust movement in the United 
States gathered full momentum, an opportunity is afforded 
of measuring roughly its importance by means of official 
data. The Federal Census of manufactures of 1905—the 
first of its kind taken on an intercensal year—derives 
peculiar importance from this fact. Conditions in 1900, as 
depicted in the Twelfth Census, may now be compared with 
those of 1905, after the lapse of five significant years 
characterized both by a high degree of prosperity and an 
uninterrupted continuance, if not financially, at least com- 
mercially, of conditions favorable to consolidation. 

The tendency towards industrial concentration is indicated 
primarily by two sets of figures in the census; namely, those 
showing the number of establishments in each industry and 
those denoting the value of the gross product. Concerning 
the first of these it is important to note the limitations due 
to statistical practice. The census does not seek primarily 
to give the data as to ownership: it concerns itself mainly 
with the facts relating to independent operation. Two 
plants are separately enumerated whenever engaged in 
distinct processes of manufacture, even altho under common 
ownership. Thus, for instance, a blast furnace and a tin 
plating plant, altho belonging to the same corporation, 
appear in the returns as separate establishments. The 
fact of common ownership is also ignored whenever the plant 
is divided between several towns, counties, or states. Cot- 
ton mills owned by the same corporation in Massachusetts 
and Alabama are enumerated as separate establishments. 
On the other hand, several cotton mills in the same town, 
engaged in the same form of production under common 
ownership, would be counted as merely one establishment. 
For our present purpose,—the measurement of concentra- 
tion industrially—the census figures as given seem rather 
to understate than to exaggerate the economic tendencies. 
All plants heretofore counted separately because of differ- 
ence in the industrial process or for other reason, would be 











NOTES AND MEMORANDA 653 


listed in 1905 in the same way as in 1900, irrespective of any 
changes in ownership. Consolidation, had it taken place, 
would in no wise affect these returns. On the other hand, 
every case of merger of establishments of the same kind in 
the same place would immediately appear in the figures. 
Coke companies, once separate, consolidating in the Connells- 
ville district, distilleries in Peoria, or woollen mills in Rhode 
Island, thus combined, would now appear on the census 
rolls as one establishment instead of several. With the 
assurance, then, that however indefinite statistics of the 
number of establishments may be, we may safely use them 
in this connection as understating the truth, let us examine 
the actual data at hand. 

In interpreting these data, however, one important con- 
sideration should be borne in mind. The years in question 
have been characterized by steadily rising prices. All 
attempts at measurement of economic tendencies in terms 
of dollars and cents must be checked accordingly. Just 
what the extent of this appreciation has been, it is difficult 
to determine. On the basis of the leading American sys- 
tems of computation, the change of prices between the 
years in question apparently lies between 3 and 7 per cent. 
A safe approximation would appear to be that the price 
level rose from 1900 to 1905 by something like 5 per 
cent. 

For the United States as a whole, during the five years 
since 1900, industrial progress has been highly satisfactory. 
The agreement between different modes of measuring this 
growth is quite extraordinary. Whether measured in terms 
of wages paid, cost of materials used, or value of product, 
the growth measured in dollars has been close to 30 per cent. 
This is probably an understatement, because several impor- 
tant industries, notably iron and steel, were still temporarily 
depressed in 1905, as a result of the reaction of 1903-04. 
At this rate, our productive capacity would double in less 
than fifteen years. Capital investment, whatever that may 
mean, has grown even faster, by approximately 40 per cent. 
Motive power has increased in about the same proportion. 
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Even after correction for the rise of prices, these figures are 
indicative of rapid growth. But the significant fact for the 
student of industrial consolidation is that all this expansion 
has been accompanied by a growth in the number of indus- 
trial units of only 4.2 per cent. Reduced as far as may be 
to a comparable basis, the number of establishments has 
increased from 207,562 in 1900 to only 216,262 in 1905. 
Less than 9,000 more establishments of all sizes and condi- 
tions, but almost four billions more of capital, $6,000,000,000 
more wages paid, and $3,391,000,000 added to the annual 
product! 

The significance of this may be stated in another way, 
with closer examination of the distribution of the growth 
by industries. The total number of such groups of indus- 
tries, according to the Census, is 322. In no less than 142 
of these separate industries, the five years since 1900 show 
an actual decline in the number of establishments. In six 
other groups the number has remained constant. Nearly 
one-half of the industries of the country with a positively 
smaller number of establishments than in 1900, despite 
an industrial expansion of more than 25 per cent.! By 
way of contrast, it appears that among these 322 separate 
groups of industries the number of establishments declined 
during 1890-1900 in only about 90 instances as con- 
trasted with 142 in these last five years. In other words, 
in a period half as long the number of industries charac- 
terized by a decline in the number of establishments was 
about 50 per cent. greater. Over 300 sugar refineries, al- 
most 300 tanneries, over 200 woollen mills, and nearly 300 
shoe factories disappeared from the records altogether; 
while the number of slaughter houses, tobacco factories, 
paper and carpet mills, remained practically unchanged. 
Such figures suggest important changes, and merit analysis 
in some detail. 

For purposes of analysis, comparison may be made be- 
tween industries grouped in three classes: first, the long- 
established trusts or those dealing with staple products; 
secondly, the secondary manufacturing trusts, which date 
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in the main from the newer period, 1899-1902; and, lastly, 
the industries still characterized by independent operation 
and ownership.’ The universal tendency towards large- 
scale production would presumably affect all these groups 
in some measuré, irrespective of the degree of monopoly 
attained. The direct influence of monopolization as a 
factor in concentration would manifest itself, therefore, 
not in the absolute fact of concentration, but in the relative 
strength of the tendency towards it in the several groups. 
In the first group of industries dominated by firmly in- 
trenched combinations, the degree of monopoly ranges from 
about 70 per cent. in iron and steel, to 90 per cent. or over 
in the cases of sugar, salt, and petroleum. These may be 
said to represent practically effective monopoly. A con- 
trol of from 40 to 70 per cent. of an industry may justly be 
characterized as imperfect monopoly, and is exemplified 
by the second group, including such industries as leather, 
woollen goods, and shipbuilding. The Diamond Match 
Company, both on account of its age and degree of monopo- 
lization, should be placed in the first group, were it not that 
the product is commercially of such insignificance. A 
proportionate importance in control of an industry of less 
than 40 per cent. does not deserve the name of monopoly, 
so that our third group of industries seems properly desig- 
nated as independent. In it conditions of practically free 
competition prevail. 
The following tables contain statistical data grouped as 
above described :— 
1This choice of industries, it should be noted, is by no means ideal. It is 


dependent largely upon the more or less arbitrary classification of industries 
adopted by the census authorities. 
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PRIMARY STAPLE INDUSTRIES. 

















Mo- NuMBER Vatuz or Propucts 
nopoly,| EsTasLisHMENTs. (million dollars). 
per 
cet. | 1900. | 1905 poe ee Oe oe 
mated). cent. nal 
Tefining . . 90 657 344 —472| 239.7 277.2 15 
se eeLry 80-90 159 146 —9 7.9 9.4 17 
Meats, tering 
os 50-75 557 559 +.2 697.0 801.7 15 
T (not ) 90 437 433 —!l 103.7 116.7 12 
(whiskey) | 80-95 | 905/ 805| —ll1 96.8 | 131.2 +35 
Tron and steel: 
Furnaces and roll- 
ingmills ... 65-75 | 668 | 605 —9 | 803.9 905.7 pe 
Refining Petroleum 88 67 981) +46 123.9 175.0 1 
3,450 | 2,990 —13 | 2,072.9 | 2,416.9 +16 




















SECONDARY AND MANUFACTURING 


INDUSTRIES. 






































M NuMBER VatvuEe or Propucts 
O- | EsTaBLISHMENTS. (million dollars). 
nop- 
oly, Change |Change 
cont. | 1900. | 1905.| per | 1900. | 1905. | per 
cent. | cent. 
oa it oe 60 1,306 | 1,049 | —19 204.0 252.6 24 
Woollensand Worsteds| 60 1,035 792 | —23 118.4 142.1 | 29 
» wood pulp 65 763 761 | —.2 127.3 188.7 9 
i 4 60 261 224 | —14 52.6 62.9 11 
Rubber boots 70 22] 22 0 41.0 70.0 | +70 
Fertilisers .. .... ? 422 —6§ 44.6 56.6 | 29 
Silverware ..... 40+ | 103 —4 13.5 20.7 | +53 
Matches ...... 85 63 = + by ae wr 
Ship building 2.2] 60 [1,116 | 1,097 | —‘2 74.5 82.7 Ti 
5,299 | 4,754 | —10 616.7 822.6 +33 























INDEPENDENT INDUSTRIES. 




















NUMBER VaLve or Propucts 
EsTABLISHMENTS. (million dollars). 

Change, Change, 

1900. | 1905. per 1900. 1905. per 
cent. cent. 
oe i 1,055 | 1,154 +9 339.2 450.4 32 
Boots and shoes ..... 1,599 | 1,316 —18 258.9 320.1 23 
8 as 6¢ 66 0's €¢ s% 133 139 4 48.1 61.5 27 
Silk goods eee ee 483 624 29 107.2 133.2 24 
Hosiery and knit goods . . 921 | 1,079 +17 95.4 136.5 +43 
4,191 | 4,312 +3 848.8 | 1,101.7 +30 























1 Of this increase over 1900 of 31 establishments, 15 were in California, 6 in Texas, 
and only 7 were in the older field, operated in 1900. 
eliminating the newly discovered fiel: 
would be less than 10 per cent. 

? This decline is Log ay rm Ame to the abandonment of smaller sugar mills on the 
separate plantations in Louisiana. 


Correction being made, by 


, the increase in the number of establishments 
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The totalized facts are contained in the following table : 


Average 
Number of Establishments. Change, 
1900. 1905. Per cent. 


Practical monopoly (7)... . . 3,450 2,990 —13 

Imperfect monopoly (10)... . 5,299 4,754 —10 

Independent (5)........ 4,191 4,312 + 3 
Value of Product 

(million dollars). Average 

Change, 

1900. 1905. Per cent. 

Practical monopoly (7)... . . 2,072.9 2,416.9 +16 

Imperfect monopoly (10) . . . . 616.7 822.6 +33 

Independent (5)........ 848.8 1,101.7 +30 


With all due allowance for the imperfect character of the 
data, these statistics are in line with probability, so far as the 
influence of monopoly is concerned. Concentration varies 
more or less directly with the degree of monopolization. 
Even after long antecedent experience, the great staple 
combinations during these five years have either retarded 
the growth of independent plants, as in the slaughtering, 
iron and steel and petroleum industries; or, as in liquor 
distilling and sugar and salt refining, have consolidated 
separate establishments, so that the decline in the number 
is striking. Among the imperfect monopolies the decline 
in establishments is appreciably less. No striking reduc- 
tions appear, except, perhaps, in the case of tanneries, 
woollen mills, and rubber plants. There were about 20 per 
cent. fewer leather establishments, and about one-sixth 
fewer woollen and worsted mills. The number of rubber 
and rubber goods factories was smaller by 23 in 1905, altho 
the product increased over 40 per cent. The number of 
wood-pulp paper mills remains practically unchanged, 
despite an output 50 per cent. greater at the end of the five 
years. And this is roughly typical of the remaining 
imperfect monopolies in this class. 

As for the independent, still unmonopolized industries, 
they alone as a whole bear witness to a growth in the number 
of establishments commensurate with the substantial in- 
crease in output. The development of the South has led to 
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the construction of about 10 per cent. more new cotton mills, 
and there are nearly 30 per cent. more silk mills. But, on 
the other hand, concentration in boot and shoe manufacture 
reduced the number of establishments 18 per cent., despite 
an increased output of about one-fourth. 


Wiuuam Z. RIpiey. 
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rious Effects of Town Life 
upon the Population of Britain. 
London: Putnams. 1907. 8vo. 
pp. 226. 3s. 6d. 

Commons (J. R.). Races and Im- 

migrants in America. New York: 

Macmillan. 1907. pp. 255. $1.50. 
[A summary of the facts and 

problems on immigration by an 

able and well-informed writer. 

The topics covered are Racial Ele- 

ments Tinelnding those of the co- 

lonial period); The Negro; In- 
dustry and Labor; City Life, 

Crime, and Poverty; olitics ; 

Am mation and Assimilation. 

The drift of the concluding chap- 

ter is that legislation should se- 

lect rather than exclude immi- 

grants.] 

ONNIER (A.). Les —— 

Paris: Larose. 1907. 3.50f 
[The seamy side of tantigne- 

tion.] 

UNSIGNED. Gli Italiani negli Stati 
Uniti d’ America (Esposizione in- 
ternazionale di Milano, 1906). 
New York: Italian American 


E 


Directory (A. H. Kellogg). 1906. 
pp. 487. 


In Periodicals. 


DEARLE (N. B.). Immigration and 
Transmigration. Econ. Rev., 
April. ow that the Eng- 
lish ‘‘ Alien Act’ of 1905 is an 
honest attempt to grapple with a 
difficult question.] 

De Nosrii (L.). Appunti sull’ 
emigrazione dalla Calabria. Ri- 
forma Soc., May. 

FREEMAN (Arthur V.). The Alien 
Question. Westminster Rev., 
May. [Discusses immigration 
into England. ] 

McCrRACKEN (L. A. M. Priestley). 
Infant Mortality. Econ. Rev., 
April. [Discusses causes and 
remedies. ] 

MACFADYEN (Irené M. Ashby). The 
Birth-rate and the Mother. Nine- 
teenth Cent., March. [Favors 
restriction of the number of chil- 
dren. ] 

Marcuse (M.). Heiratsbeschrink- 
ungen. Zeitschr. f. Socialw., 
April, May. 
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VI. TRANSPORTATION. 


AxssoT (H. L.). Problems of the 
Panama C: New York and 
London: we" 1907. $3.00 

Epwarps(C.). Railway National- 
ization. mdon: Methuen. 1907. 
8vo. pp. 256. 2s. 6d. net. 


[2d edition.] 
ForBEs (V. x and AsHFORD (W. 
tory of Inland Navigation, con- 
sidered as a Branctt of Water 

ray. 1907. 8vo. pp. 350. 12s. 
Magtio (L.). La _—_ alle- 
enin. 1907. 4 fr. 
Der Norddeutsche 
vickei 1857-1907. Leipzig 
jung, — pzig: 

F. W. Grunow. 2 vols. 50m. 
historical text of 750 pp.; Vol. IT. 
contains profuse illustrations and 
Object —— from Other Lands. 
London: P. S. King. 1907. pp. 
[About one-half is translation of 
articles by M. Peschaud, of 1896, 
half brief notes on State railways 
elsewhere; the tone thruout is 

management. ] 

In Periodicals. 


Waterways. A His- 

Conservancy. London: J. Mur- 

mande et la navigation intérieure. 

finfal Jahre der Ent- 

[Vol. I. contains an elaborate 

ae A.). State Railways. 
107. 1s. 

on Belgian Railways; the other 

indiscriminate criticism of public 

Brown (H.G.). The Basis of Rate- 


Vil. FOREIGN TRADE 


Arctn (A.). La Guinée francaise. 
pa eng soy —— com- 


allamel. 1907. 
- ». OTR. 12 rath 
ARMINGIN (P.) et MrrcHet (B.). Le 
commerce extérieur de |’ te. 
_— Larose et 
rT. 


Tenin. 


BaRTHOLOMEW (J. G.). Atlas of 
the World’s Commerce. mdon: 
Newnes. 1907. Folio. 21s. 

[A series of Maps with descrip- 
tive text and diagrams showing 
products, imports, etc.] 


making, as affected by Competi- 
tion versus Combination of Rail- 
roads. Yale Rev., May. [A brief 
article, basing the phenomena of 
rate-making on the law of increas- 
ing returns. } 

Drxon (F. _ Railroad Accidents. 
Atl. Monthly, May. [Reviews the 
facts and recommends, besides per- 
fection of mechanical devices and 
serious efforts to improve disci- 
pline, a federal board of inspec- 


tion. 
HENNEBICQ (L.). Pools et Rebates. 
Rev, n., May. [Summary of 


y. 
the work of the “ Shipping Rings 
Commission.’’] 


Hertt (G.). Die Sanierung der 
ésterreichischen a wt 
nanzen. Fin. Archiv, 


[Proposes method of abolishing 
the recurring deficits. ] 

Lanwick (M.). Le futur régime 
des chémins de fer en Russie. 
Rev. nm. Intern., April. [Criti- 
—— vernment management, 

P icts an era of private 
-- ¥ tation. Contains map show- 
ing comparative traffic by rail and 
water. ] 

MryER (H. R.). The Prussian 
Railway Department and the Milk 
Supply = erlin. Journ. Polit. 

Econ., . [The author, reply- 
ing to criticisms, shows that the 
Prussian railway tariff prevents 
milk supply for Berlin from a dis- 
tance beyond 75 miles.] 


AND COLONIZATION. 


BERARD (M. Victor). British Im- 
perialism and Commercial 4 
remacy. ‘Transl. » 4. 
oskett. London: Fad 
1907. 8vo. pp. 308. 7s. 6d. 

Bouzanguet (G.). La protection 
dans Tl industrie de la_ soie. 
Origine et effets. Montpellier: 
Firmin, —_ et Licardi. 
1906. pp. 1 

CHURCHILL (Winston S.). For 
Free Trade. London: A. L. 
Humphreys. 1907. pp.134. 1s. 
[Speeches delivered at Manches- 
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ter or in the House of Commons 
during the fiscal money pre- 
ceding the late general election.] 

*KospatscH (R.). Internationale 
legge me Ein Versuch 
auf entwickelungsgeschichtlicher 
Grundlage. Vienna: Manz. 1907. 
pp. 498. 12m. 

{A systematic scholarly work, 
with preliminary chapters on de- 
finition, method, and theories of 
development, a long chapter on 
Tariff Policy, and a final state- 
on Entwickelungsstufen der In- 
ternationalen irtschaftspolitik. 
The general drift is that interna- 
tional rivalry will be succeeded by 
more peaceful relations. | 

OETELSHOFEN (G.). Das Schutz- 
zoll- und Primiensystem. Line 
volksw. Studie. Cologne: P. 
Neubner. 1907. pp. 69. 2m. 

SARTORIUS v. WALTERSHAUSEN, 
Das volkswirthschaftliche System 
der Kapitalanlage im Auslande. 
Berlin: G. Reimer. 1907. pp. 
445. 10m, 

[Book I., Theory of the interna- 
national transfer of capital; II., 
Economic aspects, effects on im- 
ports and exports, foreign indus- 
tries; III., Political aspects; IV., 
Social aspects, the ‘‘ Rentner- 
staat,’? Germany’s problems. } 

UNSIGNED. Collections écono- 
miques. 1901-1906. Paris: Ar- 
chives diplomatiques. 195 fr. 

[The collection includes all of 
the commercial treaties and all of 
the laws and decrees relating to 
international trade issued since 
the turn of the century. | 

*VisperT (P.). La colonisation 
pratique et comparée. Paris. E. 
Cornély. 1906. pp. 422,421. 2 vols. 

[Lectures delivered at the Sor- 
bonne in 1901 and 1902, now 

rinted as delivered. Attention 
s given chiefly to French and 
English colonies. The treatment 
is popular, and the unrevised 
lecture form leads to repetitions 
and superficiality; the conversant 
student will gather little that is 
new. | 

In Periodicals. 
Boots (Charles). Trade and Tariff. 


National Rev., June. [Proposes 
a preferential tariff scheme. 
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GRAZIANI (A.). Due recenti libri 
sul commercio internazionale e la 
politica commerciale. Giorn. 
degli Econ., Feb. 

Harn (Richard). The Imperia) 
Conference. Fortnightly Rev., 
June. [An account of the dis- 
cussions at the recent conferences 
of Premiers in London. ] 

INAMA-STERNEGG (C. Th. von). 

question du Pacifique. Rev. 

con. Intern., May. [Reviews 

the attitude and interests of the 
several powers in the Pacific.] 

Kesers (E.). Projet d’entente 
économique entre la Belgique et 
la Hollande. Rev. Econ. Intern., 


May. 

Lotz (W.). The Commercial Policy 
of Germany. Journ. Polit. Econ., 
May. [An excellent general sur- 
vey of the tariff policy and the in- 
dustrial history of Germany from 
1834 to the present, by Professor 
Lotz, of Munich. | 

MATLEKOVITS(A. von). Le régime 
commercial de 1l’Europe et les 

tats-Unis d’Amérique. Rev. 
Econ. Intern., April. [Reviews 
the commercial policy of the 
United States toward the more 
important European countries. | 

MorGAN-Brown (H.). Tariff le- 
formers and the Budget. Fort- 
nightly Rev., June. [Opposes for 
fiscal reasons a remodelling of the 
British tariff. ] 

Porritt (E.). Iron and Steel 
Bounties in Canada. Polit. Sci. 
Quart., June. [An excellent ac- 
count of these bounties and of the 
enterprises receiving them, with 
some consideration of Canada’s 
protective policy. ] 

ScuiLpeEr (S.). Der weltwirtschaft- 
liche Ausgleich zwischen Land- 
wirtschaft und Industrie. Zeit- 
schr, f. Socialw., April. 

—— Die Gebiete der offenen Tiir in 
der Weltwirtschaft. Zeitschr. f. 
Socialw., May. 

UNsIGNED. Colonial Preferential 
Tariffs. Edinburgh Rev., April. 
Considers the Australian offer of 

reference and the working of the 
Canadian and other Preferential 
Tariffs. Is not hopeful of much 
advantage to Great Britain from 
the Preferential Policy.] 





666 QUARTERLY JOURNAL OF ECONOMICS 


VIll. MONEY, BANKING AND EXCHANGE. 


Easton (H. T.). The Work of a 
Bank. London: E. Wilson. 1907. 
8vo. Pp. 138. 2s, net. 

[8d ed., rev. and enl.] 

GLAUSER (Ch.) et Ruotre (J.). 
Cours de correspondance et 
d’opérations commercials. Pre- 
mitre partie: Opérations de 
banque. Paris: Libr. gén. d’édu- 
cation. 1907. pp. 492. 8.50 fr. 

* Hutt (Walter H., editor). Practi- 
cal Problems in Banking and 
Currency. New York: Macmillan. 
1907. pp. 585. $3.50. 

[A convenient collection of over 
sixty miscellaneous papers by 
different writers upon practical 
aspects of current American bank- 
ing. Serviceable, though full of 
repetition.) 

Lauck (W. J.). Causes of the 
Panic of 1893. Boston: Houghton, 
Mifflin. 1907. pp. 122. $1. 

In the series of Prize Essays 
edited by Professor Laughlin and 
others. A history of this panic, 
leading the author to the conclu- 
sion it was local in character 
and due to the fear of a silver 
standard. } 

Luioyp (S.). The Lloyds of Birm- 
ingham. With some Account of 
the Founding of i Bank. 
Birmingham: Cornish Bros. 1907. 
pp. 262. 7s. 6d. 

Netson (S. A.). The Consolidated 

tock Exchange of New York. 
New York: e A. B. Benesch 

. 1907. pp. 124. 

[An account of the history, or- 
SS and methods of the 

change. ] 

Pouey (A. P.) and Goutp (F. H. 
Carruthers). The History, Law, 
and Practice of the Stock Ex- 


er London: Putman. 1907. 
pp. . 5a, 


ScuustTer (Felix). The Bank of 
England and the State. Man- 
chester: Sherratt & H. 1907. 8vo. 
pp. 30. 6d. net. 

[A lecture delivered on Novem- 
ber 14, 1905.] 


Wattiine (E.). Der Verkehr des 
Publikums mit der Reichsbank. 
a G. Weigel. 1907. pp. 94. 


m. 
[A manual for the use of those 
having business with the Reichs- 
bank; useful to the economist in 
giving some details as to adminis- 
tration. The author is a Bank- 
direktor. ] 

Wotrr (H. W.). Co-operative Bank- 
ing. Its Principles and Practice, 
with a chapter on Co-operative 
Mortgage-credit. London: P. 8. 
King. 1907. pp. 318. Ts. 6d. 


In Periodicals. 


CaumEs (A.). Das Geldsystem des 
Grossherzogtums Luxemburg. 
Jahrb. f. Gesetzg., Heft 2. 

Conant (C. A.). The Economic 
Benefits of Investments Abroad. 
Bankers’ Mag., New York, May. 
[Advises foreign investments and 
establishment of banking facilities 
abroad, as in South America, to 
promote trading facilities. ] 

DorMAN (Marcus R. R.). A Plea 
for a Greater Proportion of Gold 
to Paper. Monthly Rev., April. 
fis, more accurately, a plea for a 
arger gold reserve in the Bank of 
England. ] 

FAIRCHILD (F. R.). Our Currency 
Reform Problem. Yale Rev., May. 
[A general survey of the argu- 
ments and experience against the 
existing system and in favor of an 
elastic currency. ] 

GAERTNER (F.). Die genossen- 
schaftliche Kreditorganisation des 
Kleingewerbes und Kleingrund- 
besitzes in Oesterreich. Archiv 
f. Sozialw., Heft 3. 

Roperts (G. E.). Financial Legis- 
lation. No. Amer. Rev., 3 May. 
[Argues in favor of a central bank 
for the United States. ] 

WeERMERT (G.). Ueber die Kurs- 
notierung an der Béorse, ihre 
Schiiden und die Mittel zur Schaf- 
fung der Kurszettelwahrheit. 
Jahrb. f. Nat. Oek., May. 
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IX. FINANCE AND TAXATION, 


Aux (E.). Traité élémentaire de 
science des finances. Paris: Rous- 
seau. 1907. pp. 622. 

[A well-balanced treatise, of 
moderate compass, designed for 
students in French universities. } 

Draco (L.). Les emprunts d’état 
et leurs rapports avec la politique 
internationale. Paris: Pedone. 
1907. 2.50 fr. 

KumpMANN (K.). Die Wertzu- 
wachssteuer. Tiibingen: Laupp. 
1907. pp. 182. 3.60 m. 

[Published as supplement to 
the Zeitschr. f. d. ges. Staatsw.] 

LANGE (M. E.). Loca) Taxation in 
London, with a Preface by Lord 
Welby. London: P. S. King. 
1907. pp. 56. 1s. 

Murray (D.). The Taxation of 
Land Values and the Report of 
the Select Committee on the 
Glasgow Bill. Glasgow: Macle- 
hose. 1907. pp. 114. 6d. net. 

VAUCHAUSSAD DE CHAUMONT (G.). 
L’évolution des divers modes 
d’émission d’emprunts. Paris: 
Giard et Britre. 1906. pp. 207. 


In Periodicals. 


Brrcx (L. V.). Erbschaftssteuer 
in Schweden und Norvegen. Fin. 
Archiv, 24, 1. 

GEISSER (A.). _L’ imposta sulle 
aree fabbricabili e il nuovo pro- 

tto dilegge per Roma. Riforma 
oc., May. 

Hemmine (Augustus W. L.). The 
Treasury and its Critics. Nat. 
Rev., March. [Criticises the Brit- 
ish Treasury at certain points. ] 

HERTEL-WULFF (N.). Die dinische 
Steuerreform von 1903, Fin. Ar- 
chiv, 24, 1. 

HorrMann (P. G.). Die Reform 
der direkten Steuern in Frank- 
reich. Zeitschr. f. d. ges. Staatsw., 
Heft 2. [A discussion of Finance 
Minister Caillaux’s radical pro- 
ject for fiscal reform. ] 

MANICKE (A.). Verwaltungskosten 

im Bereich der Zélle und indirek- 

ten Steuern. Fin. Archiv, 24, 1. 


[Detailed study of German impe- 
rial indirect taxes with proposals 
for reform. ] 

MacponaGsH (Michael). The Con- 
trol of the Public Purse. Month- 
ly Rev., April. [Describes budget- 
ary procedure in the House of 
Commons. } 

Mayr (G. v.). Wege und Abwege 
der Steuerpolitik. Zeitschr. f. d. 
ges. Staatsw., Heft 2. 

RAFFALOVICH (A.). Les finances de 
la Russie. Rev. Econ. Intern., 
May. [A description of the Rus- 
sian financial system, and a dis- 
cussion of the budget of 1907.] 

ScHanz (G.). Die Novelle vom 
1906 zum sichsischen Vermégens- 
steuergesetz, Fin. Archiv, 24, 1. 

SELIGMAN (E.R, A.). Recent Re- 
ports on Taxation. Polit. Sci. 
Quart., June. [An able and in- 
teresting review of municipal and 
state reports on taxation that have 
appeared since 1903. ] 

SEUTEMANN (K.). Die finanzsta- 
tistische Arbeit in deutschen 
Stidten. Jahrb. f. Nat. Oek., 
May. 

TAYLOR (Benjamin). The Income 
Tax. Quart. Rev., April and 
May. [Discusses graduation and 
differentiation. ] 

Vicario (F.). Sulla funzione revi- 
soria della corte dei conti. Giorn. 
degli Econ., Feb., March. 

Wrruers (Hartley). The Firmness 
of Consols. Nineteenth Cent., 
May. [An article gees by 
oa decline of British Consols to 
84 


ZAHN (F.). Der preussische Spar- 
kassengesetzentwurf vom Stand- 
Lay stidtischer Finanzpolitik. 

ahrb. f. Nat. Oek., April. 

ZIEGLER (E. von). Die Mittel zur 
Erzielung vollstandiger Kapital- 
rentenbesteuerung. Ann. des 
Deutsch. Reichs, 1907, 4. [Con- 
siders provisions of proposed 
French income tax and the pro- 
ag of the Prussian income 
tax. 
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X. CAPITAL AND ITS ORGANIZATION: COMBINATIONS. 


Boverat (R.). Le socialisme mu- 
nicipa] en Angleterre et ses résul- 
tats financiers. Paris: Rousseau. 
1907. pp. 686. 10 fr. 

Macrosty (H. W.). The Trust 
ae L. — Industry. A 

o ness Organization. 
rane, Green & Co. 1001. pp die 
mans, Green 0. . pp. 418. 

An excellent study, giving de- 
tailed accounts of combination in 
the Iron and Steel, Textile, Chem- 
ical, Tobacco, Transportation, and 
retail trades. Introductory and 
concluding chapters sum up the 
situation; there is an appendix 
of documents and a full index.] 

NaTIONAL CIvic FEDERATION. 
The Facts about Municipal Owner- 
ship. (Announced.) New York: 
National Civic Federation. 

(The report of the Commission 
= am Ownership and Opera- 
tion. 

Passow (R.). Die wirtschaftliche 
Bedeutung und Organisation der 
Aktiengesellschaft. Jena: G. 
Fischer. pp. 245. 5m. 

Unsienep. Denkschrift iiber das 
Kartellwesen. 8 Teil: Die Kar- 
? der —_ oe Og ma 

. Heymann. . pp. 420. 8m. 

[Another of the rts of the 
German Ministry of the Interior. 

Z6LLNER (A.). industrie un 
Stahlwerksverband. Leipzig: A. 
Deichert. 1907. 5.60 m. 

[Announced.] 


In Periodicals. 


Buionpewt (G.). La défense pa- 
tronale en Allemagne. Mus. Soc., 
April. [Description of several or- 
ganizations of employers in Ger- 
o> 

Haas (A.). La crise des syndicats 
miniers et sidérurgiques alle- 
mands. Rev. n. Intern., April. 


[Restore the legislation and grow- 

ng competition which threaten 
the steel, coal, and potash trusts 
in Germany. ] 

Kessier (G.). Die geschichtliche 
Entwickelung der deutschen Ar- 
‘were ~~ Zeitschr. 
f. d. ges. staatsw., Heft 2. [A 
valuable review of the history of 
employers’ associations in Ger- 
many, with a classified list.] 

Koppet (A.). Organisation, Lage 
und Zukunft des deutschen Buch- 
handels. Zugleich ein Beitrag zur 
Kartellfrage. II. Jahrb. f. Ge- 
setzg., Heft 2. 

Money (L. G. Chiozza). The In- 
vestments of the Masses. Con- 
temp. Rev., June. [Criticism of 
a previous article on the same 
subject by Jesse Quail. | 

Quart (Jesse). The Investments 
of the Masses. Contemp. Rev., 
April. Notes amount of and 
wide field covered by working- 
class investments. ] 

Seme.. Volks- und Pensionsver- 
sicherung und die Vereinsversich- 
erungsbank fiir Deutschland. 
Zeitschr. f. d. ges. Staatsw., Heft 2. 

Strrutz (G.). Die Verstaatlichungs- 
frage beim Kalibergbau. Zeitschr. 
f. Socialw., April. 

Winstow (E.). State Insurance. 
No. Amer. Rev.,3 May. [Argues 
for the assumption of assurance 
function in this country by the 
several states. ] 

W6rNER (G.). Ergebnisse des V. 
Internationalen Kongresses fiir 
Versicherungswissenschaft. Zeit- 
schr. f. d. ges. Staatsw., Heft 2. 

YouneMAn (Anna). The Tendency 
of Modern Combination. Journ. 
Polit. Econ., April, May. [An 
analysis of the Standard Oil, Mor- 
gan, Hill, and other rich men’s 
operations toward control of great 
industries in the last two decades. ] 


XI. ECONOMIC HISTORY. 


Barsour (J. S.). A History of 
William Paterson and the Darien 
Company. London: W. Black- 


wood. 1907. _ = 6s. 
Boeart (E. L.). momic History 


of the United States. New York: 
Longmans, Green. 1907. 
{Announced for publication dur- 
ing the summer; designed for 
text-book use, and equipped with 


pr ee ee 
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bibliographies and _ illustrations. 
The author is professor in Prince- 
ton University. ] 

CaGGEsE (R.). Classi e comuni 
rurali nel medio evo italiano: 
saggio di storia economica e 
giuridica. Florence. 1907. 8vo. 
pp. 423. 41. 


Day (Clive). A History of Com- 
merce. New York: ngmans, 
Green. 1907. pp. 639, 34 maps. 


$2. 

[Part I., Ancient Commerce; II., 
Medieval; III., Modern; IV., 
Recent (since 1800); V., The 
United States. Designed for text- 
book use, with bibliographies and 
the like aids. The author is 
professor in Yale University.] 

Forrest (J. Dorsey). The Devel- 
opment of Western Civilization. 
Chicago: The ~y of Chicago 
Press, 1907. pp. 430. $2. 

Juritscu (G.). Handel und Han- 
delsrecht in B6hmen bis zur burit- 
ischen Revolution. Beitrag zur 
Kulturgeschichte der oesterreich- 
ischen Lande, nach den Quellen 
bearbeitet. Vienna: F. Denticke. 
1907. pp. 182. 4m. 

Lav (F.). Quellen zur Rechts- und 
Wirtschaftsgeschichte der rhein- 
ischen Stidte. Bergische Stidte. 
I. Siegburg. Bonn: P. Hanstein. 
1907. 8vo. pp. 35 1.12 m. 

Lizrer (A.). L’ economia rurale 
dell’ et& prenormanna nell’ Italia 
meridionale: studi su documenti 
editi dei secoli IX-XI. Palermo: 
A. Reber. 1907. 8vo. pp. 201. 


81. 

Mitts (J. S.). Landmarks of Brit- 
ish Fiscal History. London: 
Black. 1907. pp. 134. 1s. 

Murr (R.). A History of Liverpool. 
London: —_ & N. 1907. 


pp. 388. 
[Maps aa illus.] 


XII. 
Howarp (E. D.). The Recent In- 
dustrial Progress of Germany. 


— Houghton, Mifflin. 1907. 
14 


[First prize essay in the com- 
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Ntsuine (E.). Die Reichsstadt 
Ulm am or , Mittelalters 
(1878-1556) Beitrag zur 
deutschen Stidte- und Wirt- 


schaftsgeschichte. 2 vols. Ulm: 
Gebr. Hiibling. 1907. 8vo. pp. 
580. 24 m. 


ScHone (L.). La politique coloniale 
sous Louis XV. et XVI. 
Paris: Challamel. 1907. 5 fr. 

SLATER (G.). The English Peas- 
antry and the Enclosure of Com- 
mon Fields. Introduction by the 
Rt. Hon. the Earl of Carrington. 
London: Constable. 1907. pp. 
352. : 

SrBik (H. v.). Der staatliche Ex- 

rthandel Oesterreich’s von 

eopold I. bis Maria Theresa. 
Vienna: Braumiiller. 1907. pp. 
430. 8m. 

[A scholarly volume, based on 
researches in the Vienna archives, 
and aided by the Vienna Acad- 
emy of Sciences, tracing the his- 
tory of the State export trade in 
copper and quicksilver in the 17th 
and 18th centuries; an interesting 
contribution to the history of 
mercantilism. ] 

Tower (W.S.). A History of the 
American Whale Fishery. Phila- 


delphia: Univ. of Penn. 1907. 
pp. 145. 
[A useful study.] 


TyszKa (C. v.). Handwerk und 
Handwerker in Bayern in 18. 
. Jahrhundert. Eine wirtschaftsge- 
schichtl. Studie. Munich: E. 
Reinhardt. 1907. pp. 127. 2.50 m. 


In Periodicals. 


ScunerpER (K.). Der Sklaven- 
handel im mittelalterlichen Ita- 
lien. Zeitschr. f. Socialw., April. 


DESCRIPTION OF INDUSTRIES AND RESOURCES. 


petition established by Hart, 
Schaffner, and Marx. ] 


LEvI- ARTURO (A.). Li’Italie. Son 
développement économique et 
financier. Paris. 1907. 
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NaTHan (E.). Vent’ anni di vita 
italiana attraverso all’ Annuario: 


Roux e Viarengo. 1907. 8vo. 
pp. 412. 51. 

Prnarpr (G.) and Sconravi (A.). 
L’ Italia economica: annuario 
statistico-economico dell’ indus- 
tria, del commercio, della finanza, 
del lavoro. Milan. 1907. 16mo. 
pp. 544. 21. 

[The first volume of a new 
and comprehensive statistical 
annual. 


Sarnt-MAvRIcE (C* de). La Rus- 
sie inconnu. Paris: Roustan. 
1907. 2.50 fr. 

[A study of Russian resources 
and their development. ] 


In Periodicals. 


Koca (H.). Die Baumwollfrage. 
Jahrb. f. Nat. Oek., May. 

Vira (A.). La Basilicata. Ques- 
tione vecchie e nuove. Riforma 
Soc., May. [Discusses the decline 
of this region.] 


XII STATISTICAL THEORY AND PRACTICE. 


Drapers’ CoMPANY RESEARCH 
Memorss. Studies in National 
Deterioration. II. A First Study 
of the Statistics of Pulmonary 
Tuberculosis by Karl Pearson. 
London: Dulare. 1907. 4to. 3s. 

Mayer (G. v.). Die Bevdlkerung 
Britisch Indiens nach dem Zan- 
sus von 1901. — Gebauer- 
Ser brief as 7 oa ti 

8 per deserves notice 
asa ag eines of statistical ex- 


position. ] 
In Periodicals. 


BREscIANI (C.). Ueber die Me- 
thoden der Einkommenverteil- 
ungsstatistik. Jahrb. f. Nat. Oek., 


May. 

Bunzext (J.). Josef v. Kérdésy. 
Jahrb. f. Nat. Oek., April. 

Neymarck (A.). La statistique 
internationale des valeurs mo- 
bilitres. Bulletin Inst. Internat. 
de Statist., Pye Livr. I. [Part 
I. contains M . Neymarck’s report 


XIV. NOT 


ConsTANTIN (A.). Le réle socio- 
— os om guerre. Paris: Bé- 


6 fr. 

voumeius (E.). By yy Pas- 
sociation et I’ Paris: Alcan. 
1907. 6 fr. 

Haptey (A. T.). Standards of Pub- 
lic Morality. New York: Mac- 
millan Co. 1907. pp. 158. $1. 

[The Kennedy Lectures for 1906, 


and summary; II. and III. give 
detailed statistics, for European 
and extra-European countries, on 
public and corporate securities, 
emissions, banking operations. ] 

SAUERBECK (A.). Prices of Com- 
modities in 1906. Journ. Roy. 
Stat. Soc., March. 

Yue (G. U.). Statistics of Pro- 
duction and the Census of Produc- 
tion Act (1906). Journ Roy. 
Stat. Soc., LXX., March. [De- 
scribes the first census of manu- 
factures to be taken by Great 
Britain in 1908; and compares its 
scope with that of other countries. 
Good ony: list of documents on 
the subject is included. ] 

UNSIGNED. Wholesale aa 1890 
to 1906. Bull. U. S. Dept. Labor, 
March. [An elaborate statistical 
presentation, occupying nearly 200 
pages, showing by a oa ute or rela- 
tive figures the prices of staple 
commodities for the indicated 
series of years. ] 


CLASSIFIED. 


ven at the New York School of 
hilanthropy. The topics are: 
I. The Formation of Public Opin- 
ion; II. The Ethics of Trade; III. 
The Ethics of Corporate Manage- 
ment; IV. The Workings of our 
Political Machinery; V. The Po- 
litical Duties of the Citizen. J 
MALATo (Ch.). Les classes sociales 
au point de vue de |’évolution zo- 








cin all AE 1 tine 




















élo _ Paris: Giard et Britre. 

1907. 2 fr. 

Person (H. S8.). A System of 
Training for Men entering on 
Trade and Commerce. Boston: 
a Mifflin. 1907. pp. 86. 
$ 


is the series of Prize Essays 
edited by Professor Laughlin and 
others. Part I., The Need of In- 
dustrial Education; II., Outline 
of a System. The author is Di- 
rector of the Tuck School at 
Dartmouth 
SABATIER (C.). morcellisme. 
Paris: Giard et Britre. 1907. 2 fr. 
[Collection des doctrines po- 
litiques. ] 
ScuustTerR (E.) and ELpDERTON (E. 
M.). The Inheritance of Ability. 
London: Dulare. 1907. 4to. pp. 


46. 4s. 
[A Statistical Study of the Ox- 


RECENT PUBLICATIONS UPON ECONOMICS 


VANDERLIP (Frank A.). 
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ford Class Lists and of the School 
Lists of Harrow and Charterhouse. 
Eugenics Laboratory Me- 
moirs, I.] 
Business 
and Education. New York: Duf- 
field & Co. 1907. $1.50. 

[Papers and addresses on com- 
mercial education, finance, bank- 
ing, and miscellaneous subjects. ] 


In Periodicals. 
Duncan (R. K.). Zomgeenry In- 
0. 


dustrial Fellowships. Amer. 
Rev.,3 May. [Recommends the 


= initiated in the University of 
ansas of giving manufacturers 
the privileges of founding in 
the university fellowships for the 
investigation of specific prob- 
lems. ] 























Harvard Economic Studies 


Published for the Department of Ecenomics, Harvard University 





The Harvard Economic Studies will be published 
as independent volumes of uniform size, separately 
paged, and in cloth binding. 


Vor. I. The English Patents of Monopoly 1560-1640, by 
William Hyde Price, Ph.D., being the David A. Wells prize essay 
of 1905. 8vo. Price $1.50. 


Vor. Il. The Lodging House Problem in Boston, by Albert 
Benedict Wolfe, Ph.D. 8vo. Price $1.50. 


IN PRESS 
Vor. III. Zhe Stanneries: a Study of the English Tin Miner, 
by George Randall Lewis, Ph.D., being the David A. Wells prize 
essay for 1906. 8vo. Price $1.50. 





ADDRESS ALL ORDERS TO 


Houghton, Mifflin & Co., 4 Park St., Boston, Mass. 





LUCE’S LIBRARY 


Of Magazine and Newspaper Articles, Pamphlets, etc., the result 
of twenty years of personal selection and to which the largest 
press clipping bureau in the world is making constant addition, is 
available to aid debaters, essayists, speakers, students — anybody 
who seeks information or suggestion on the subjects discussed or 
described in current literature. This matter is rented (not sold) 
on reasonable terms. 


LUCE’S PRESS CLIPPING BUREAU 
68 Devonshire Street, BOSTON, MASS. 








A REPRINT OF 


ECONOMIC TRACTS 


(SECOND SERIES.) 





In consequence of the favorable reception accorded the reprint of 
four economic tracts of the nineteenth century, the Johns Hopkins 
Press invites subscriptions to a similar reprint of four important 
economic tracts of the seventeenth century to be issued consecutively 
under the editorial direction of J. H. Hollander, Ph.D., Professor 
of Political Economy in the Johns Hopkins University. 

The Series will consist of the following tracts : — 


(1) A Discourse of Trade. By Nicnotas Barson. London, 1690. 


(Ready.) 

(2) Several Assertions Proved. By Joun Ascitt. London, 1696. 
(Ready.) 

(3) Discourses upon Trade. By Dupiey Nort. London, 1691. 
(Ready.) 


(4) England’s Interest Considered. By Samuet Fortrey. Cam- 

bridge, 1663. (Jn press.) 

Each tract will be supplied with a brief introductory note and 
necessary text annotations by the editor. The general appearance of 
the title-page will be preserved, and the original pagination will be 
indicated. 

The edition will be limited to five hundred copies. With a view to 
serving the largest scientific usefulness, the subscription for the entire 
series of four tracts has again been fixed at the net price of One 
Dollar (5 shillings = 5 marks = 6 francs). 

Of the first series of reprints, a limited number can yet be obtained 
at the price of One Dollar and a Half ($1.50), met, for the series. They 
can, however, be supplied only in conjunction with a subscription to the 


second series. As the edition approaches exhaustion, the price is likely to 
be further increased. The first series consists of the following tracts : — 


(1) Three Letters on ‘The Price of Gold.’’ By Davip Ricarpo. 1809. 

(2) An a into the Nature and Progress of Rent. By T. R. Mat- 
THUS. 1815. 

(3) ae 4 on the Application of Capital to Land. By Sir Epwarp West. 
1815. 


(4) A Refutation of the Wage-fund Theory. By Francis D. Lonce. 1866. 
Subscriptions should be sent to 


THE JOHNS HOPKINS PRESS, 
Battirmore, Mp. 

















SELECTIONS AND DOCUMENTS 
IN ECONOMICS 


Edited by PROFESSOR WILLIAM Z. RIPLEY of Harvard University 


AN APPLICATION OF THE CASE-SYSTEM TO 
THE TEACHING OF ECONOMICS 





TRUSTS, POOLS, AND CORPORATIONS 


EpITep, wiTH AN InTRODUCTION, By WILLIAM Z. RIPLEY, Proressor 
or Economics, HARVARD UNIVERSITY 


The goceeenh pation in domestic politics now before the country forms the subject of 
this collection official documents and important contributi ic and legal 
specialists. The work is something more, however, than a mere collection of economic 
reprints. A hensive introduction unifies the book, and gives to each selection 


its due significance. 














TRADE UNIONISM AND LABOR PROBLEMS 


EDITED, WITH AN InTRODUCTION, By JOHN R. COMMONS, Prorsssor 
oF Pouiticat Economy, UNIversiTy oF WISCONSIN 


This book does for the problems of labor what Ripley’s ‘‘Trusts, Pools, and Corpora- 
tions” has done for the pro lems of capital, The chapters are reprints of articles contrib- 
- ; “- } 





uted by scientific and practical investig: the journals and reviews. Each 
selection has been chosen with a view to bringing out a single ne of the subject and to 
labor is thus covered by a 


giving a concrete case illustrating that phase. e entire field o 
series of actual cases with the attendant circumstances. 








SOCIOLOGY AND SOCIAL PROGRESS 


A Hanpsoox ror Stupents or SocioLocy, sy THOMAS NIXON CARVER, 
Prorgssor oF PotiticaL Economy iv Harvarp UNIVERSITY 


A collection of the more significant observations on the phenomena of society in general, 
on the laws of social growth and decay, and on the problems of social improvement. The 
sel are classified and arranged in logical sequence, so that the student may geta 
systematic view of the subject, through reading from a wide list of writers from Plato 
oun to the present time. 








SELECTED READINGS IN PUBLIC FINANCE 


By CHARLES J. BULLOCK, Assistant Prorgssor or Economics 
tn Harvarp UNIVERSITY 

Selected Readings in Public Finance is intended to supply the collateral reading 
needed to supplement the text-book and lectures in a general course in finance. 

It aims (1) to introduce the student to the writings of the standard authors who have 
contributed to the development of the science of finance; (2) to draw upon modern mon- 
ographic or periodical literature that has been hitherto inaccessible to large classes; and (3 ) 
to present other material—statistical, descriptive, and historical—that is needed to enrich 
instruction in the subject. 


GINN & COMPANY Pabdshers 


BOSTON NEW YORK CHICAGO LONDON 





























THE 
AMERICAN ECONOMIC ASSOCIATION 


The publications of the Association were begun in 1886, and have con- 
tinued to appear in various forms and series. They number twenty-three 
complete volumes to the close of 1906, and include many of the most 
important monographs on economics that have appeared in America. A 
complete list will be sent on application to the addresses below. 


Recent numbers are as follows : — 


THIRD SERIES. 


VOLUME V., 1904. 

No.1. Sixteenth Annual Meeting. Part I. Papers and discussions on Southern 
agricultural and industrial problems (7); Social aspects of economic law; Kelations 
between rent and interest. pp. 240. Price $1.00. 

Southern Economic Problems. Reprinted from Part I. Price 50 cts. 

Relations between Rent and Interest. By FRANK A. FETTER and others. Re- 
printed from Part I. Price 50 cts. 

No. 2. Sixteenth Annual Meeting. Part II. Papers and discussions on the man- 
agement of the surplus reserve; Theory of loan credit in relation to corporation 
economics; State taxation of interstate commerce; Trusts; Theory of social cau- 
sation. Price $1.00. 

Theory of Social Causation. By FRANKLIN H. Grppincs and others. Reprinted 
from Part II. Price 50 cts. 

No. 3. Monopolistic Combinations in the German Coal Industry. By Francis 
Walker. Price $1.25. 

No. 4. The Influence of Farm Machinery on Production and Labor. By H. W. 
QUAINTANCE. Price 75 cts. 


VOLUME VI., 1905. 

No.1. Seventeenth Annual Meeting. Part I. Presidential Address; Present po- 
sition of the doctrine of free trade, F. W. Taussig; The theory of money; Papers by 
J. Laurence Laughlin, David Kinley, A. Piatt Andrew. Discussion. Open shop 
or closed shop? Papers by John R. Commons, John Graham Brooks, John Hib- 
bard, Thomas Kidd. Discussion. pp. 226. Price $1.00. 

No.2. Seventeenth Annual Meeting. Part II. Governmental interference with 
industrial combination, E. B. Whitney; Regulation of railway rates, M. A. Knapp; 
Taxation of railways, H. C. Adams and W. A. Baldwin; Preferential tariffs and 
reciprocity, A. Shortt, G. F. Foster, and A. W. Flux; Inclosure movement, E. F. 
Gay; Economic history of the United States,C.D. Wright. pp. 270. Price $1.00. 

No. 3. The History Theory of Shipping Subsidies. By RoyaAL MEEKER, 
pp- 230. Price $1.00. 

No. 4. tory of Labor Legislation in New York. By F. R. FAIRCHILD. pp. 
218. Price in paper $1.00. 

VOLUME VIl., 1906. 

No, 1. Eighteenth Annual Meeting. Papers and Discussions on Theory of Distri- 
bution; Government Regulation of Railway Rates (2); Municipal Ownership (2); 
Labor Disputes (2); The Economic Future of the Negro(z). pp. 325. rice$ 1.00. 

No. 2. Railroad Rate Control. By H.S. SMALLEY. pp. 147. rice $1.00. 

No. 3. On Collective Phenomena and the Scientific Value of Statistical Data. 
By Dr. GryzanovskI. pp. 48. Price 75 cts. 

andbook of the American Economic Association. pp. 48. Price 25 cts. 

No. 4. The Taxation of the gross Receipts of Railways in Wisconsin. By G. 

E. SNIDER. Price $1.00. 


Address subscriptions, applications for membership, and inquiries to the 


SECRETARY of the AMERICAN ECONOMIC ASSOCIATION, 
PRINCETON, NJ. 


Address all orders, except subscriptions, to the publishers, 
THE MACMILLAN CO., 66 FIFTH AVENUE, NEW YORK. 




















REVUE ECONOMIQUE INTERNATIONALE 


SOMMAIRE DU NUMERO DE Mal, 1907 


EDITORIAL. 
I. LA QUESTION DU PACIFIQUE . . . . TH. von lnamMA-STERNEGG 
Il. LA FRANCE ET L’AFRIQUE OCCIDENTALE » «+ «  « Henri Lorin 
Ill STATISTIQUE ET IMPORTANCE BOCROMIOR DE LA FORCE 
MOTRICE TECHNIQUE. ; C. BaLLop 
IV. LES FINANCES DE LA RUSSIE . . . . . . . A. RAFFALOVICH 


LA VIE ECONOMIQUE : 
PROJET D’ENTENTE ECONOMIQUE ENTRE LA BELGIQUE ET LA HOLLANDE. 


—Le PROBLEME FISCAL. + . +» + ». + + « « Smice KEBERs 

WO |). ae 
CHRONIQUE AGRICOLE: , 

La CULTURE DE LA BETTERAVE EN BELGIQUE. . . . ACHILLE GricoreE 


CHRONIQUE MARITIME: 
“Poors” eT “REBATES.” UNE ANALYSE JURIDIQUE ET ECONOMIQUE A 
PROPOS DE LA “Suiprpinec Rings COMMISSION” . . .- Lon HENNEBICQ 


LA VIE SCIENTIFIQUE: 
1. L'Expansion coloniale de ]’Europe, par Cx. DE LANNoy et H. VAN DER LINDEN. 
—2. La Science économique, par M. Yvxs Guyot. 


BIBLIOGRAPHIA ECONOMICA UNIVERSALIS. 


Office de la Revue, 4, RUE DU PARLEMENT, BRUXELLES 
Paris: FELIX ALCAN, BouLEVARD SAINT-GERMAIN, 108. 














GEO. H. ELLIS CO., Printers 


NO. 272 CONGRESS STREET, BOSTON, MASSACHUSETTS 





LLUSTRATING, PRINTING, AND BINDING OF 
MAGAZINES, BOOKS, CATALOGUES, PAMPHLETS, 
ALSO JOB PRINTING, LAW, RAILROAD, AND 
MERCANTILE WORK & S& Telephone, 1549 Main 


























THE AMERICAN POLITICAL 
SCIENCE ASSOCIATION 


Faepericx N. Jupson, St. Louis, Mo. 
ne Executive a 
Asert Busunert Hart, Harvard University, oe oe Sacastasy ane 
First Vice-President yy na Lnsoeen, a Uaioe 
AWRENCE LowsLt, Harva niversi 

H. A. Garrizxp, Princeton University, Aasuwe leash, San take Cor y 

Second Vice-President Tueopore Wootsgy, Yale University 

James T. hs ag University of Pennsylvania 


Paut S. Reinscu, University of Wisconsin, . A. Farrutm, University of Michigan 
Third Vice-President — 4 .—_ Be me - = Lee University 
upson, University 0! cago 
W. W. Wixxovcusy, Johns Hopkins University, FI “decanom, Colnmabla Uaheortity 
Baltimore, Md., Secretary and Treasurer SHAMBAUGH, University of Iowa 
AIM 


The advancement of the scientific study of Politics, Public Law, Admin- 
istration, and Diplomacy in the United States. 


MEMBERSHIP 


Any person may become a member upon payment of $3 annual dues. 
Life membership, $50. Libraries eligible to annual membership. Memdéers 
entitled to all publications of the Association issued during membership. 


PUBLICATIONS 
I. PROCEEDINGS: An annual cloth-bound volume containing 


papers read at the annual December meetings of the Association. 


Il. THE AMERICAN POLITICAL SCIENCE REVIEW. 


Published quarterly. Each number contains : 

Leading articles. 

Notes on current legislation. 

“Notes and News,” National, State, Manicipel, Colonial, Foreign, Personal, 
and Miscellaneous. 

Reviews. 

Index to Political Publications, Books, Periodical Articles, and Government 
Publications. 


Te PP 


Each number contains approximately 176 pages. The first number is- 
sued November, 1906. Annual subscription price to persons not members 
of the Association, $3. New members paying dues for 1907 will be sent 
the November number of the Review. Those desiring to complete their 
set of publications of the Association may obtain volumes I. and II. of the 
Proceedings for $1 each. Specimen copy of the Review sent upon request. 

Address all remittances and communications to 


Secretary of the American Political W. W. WILLOUGH BY, 


Science Association and Managing Johns Hopkins University, 
Editor of the Review. Baltimore, Md. 




















ASSOCIATED CHARITIES OF BOSTON 





Charities Directory 
5th Edition, 1907 


Announcement is made that the new edition of the Directory 
of Charitable and Beneficent Organizations of Boston will be ready 
May Ist. To obtain a copy order promptly. 


This book is an authoritative, classified and descriptive 
Directory to the Philanthropic, Educational and Religious 
resources of Boston. 


CONTENTS. 


Associated Charities. 

Class I.—Agencies for the Homeless. 

Class IIl.—Agencies working with Needy Families in their 
Homes. 

Class III.—Agencies working with Needy Children. 

Class IV.— Homes for Adults. 

Class V.—Agencies for the Care of the Sick (including Insane 
and Dipsomaniac). 

Class VI.—Relief and Education of Defectives. 

Class VII.—Preventive and Reform Agencies. 

Class VIII.—Constructive Social Work. 

Class 1X.—Educational. 

Class X.—Supervisory. 

Class XI.—Religious. 

Charity Organization Societies of the World. 

Chapter of Legal Suggestions. 

Laws applying to Dwellings in Boston. 


Complete cross reference and index, as well as the group- 
ing by character, make the book a time saver. 


Price One Dollar ($1.00). Send order to THE AssociaTED 
CHARITIES OF Boston, Room 31, 43 Hawkins St., Boston, Mass. 
or to 


O_p CorNER Book Srore, Inc., 29 BROMFIELD STREET, Boston. 





43 HAWKINS STREET, BOSTON, MASS. 














HARVARD UNIVERSITY. 


COURSES IN HISTORY, GOVERNMENT, AND ECONOMICS FOR 1907-08. 


[The following are full courses running through the year, unless otherwise stated. 
Brackets indicate that the course is omitted in 1907-1908. Courses omitted in one year 
are usually given in the year following.] 


HISTORY. 


PRIMARILY FOR UNDERGRADUATES. 
Medizval European History (introductory course). Professor HASKINS. 
European History in the Sixteenth and Seventeenth Centuries. Dr. MERRIMAN. 


FOR UNDERGRADUATES AND GRADUATES. 
History of Greece to the Roman Conquest. Professor WRIGHT.] 
History of Rome to the reign of Diocletian. Professor HASKINS.] 
History of Medizval Institutions. Professor HASKINS.] 
. The Formation of the Catholic Church. Half-course. Professor EMERTON. 
. The Roman Papacy in the Middle Ages. Had/-course. Professor EMERTON. 
The Era of the Reformation in Europe. Professor EMERTON. 
History of France to the reign of Francis I. Professor Gross.] 
. History of Spain. Dr. MERRIMAN. 
. Constitutional History of England to the Great Charter. Halfcourse. Professor 
HASKINS. 
. Constitutional History of England from the Great Charter to the Sixteenth 
Century. Half-course. Dr. PROTHERS. 
. History of England during the Tudor and Stuart Periods. Dr. MERRIMAN. 
. English History from the Revolution of 1688 to the Reform of Parliament. Half 
course. Professor MACVANE. 
. English History since the Reform of Parliament. Half-course. Professor MACVANE. 
. History of Continental Europe from the Peace of Utrecht to the Fall of Napoleon I. 
Half-course. Professor MACVANE. 
. History of Continental Europe since the Fall of Napoleon I. Halfcourse. Pro- 
fessor MACVANE. 
. The Expansion of Europe since 1815.  Halfcourse. Assistant Professor 
CooLincE. 
. Studies in the Expansion of Europe since 1815. Halfcourse. Assistant Professor 
CooLiDGE. 
History of Russia. Assistant Professor COOLIDGE. 
The Eastern Question. Assistant Professor CooLIDGE.] 
American History to 1783. Professor CHANNING. 
Constitutional and Political History of the United States (1783-1865). Professor 
Hart. 
PRIMARILY FOR GRADUATES. 
Introduction to Greek Constitutional History. alfcourse. Professor WRIGHT.] 
Introduction to the Sources of Medizval History. Professor HASKINS. 
The Elements of Latin Paleography. AHa/fcourse. Professor HASKINS.] 
The Church since the Reformation. Professor E. C. Moore. 
General History of Russia (advanced course). Assistant Professor COOLIDGE. 
History of Christian Thought. Professor EMERTON.] 
Selected Topics in the Historical Development of American Institutions. Pro- 
fessor CHANNING. 
CoursEs OF RESEARCH. 
. Church and State. Professor EMERTON. 
. English Institutions in the Middle Ages. Professor Gross.] 
. Institutions of Continental Europe in the Middle Ages. Professor HASKINs. 
. Recent History of Europe. Assistant Professor COOLIDGE. 
. American History. Professor CHANNING. 
. English Institutions in the Tudor and Stuart Periods. Dr. MERRIMAN. 
. History of Europe, 1525-1530. Assistant Professor CoOLIDGE and Dr. MERRIMAN. 
Greek Constitutional History. Professor WRIGHT. 
Recent English History. Professor MACVANE. 


GOVERNMENT. 
PRIMARILY FOR UNDERGRADUATES. 
Constitutional Government (elementary course). Professor Lowe 1. and Assistant 
Professor MUNRO. 
FOR UNDERGRADUATES AND GRADUATES. 
Elements of International Law. 


The Roman Law. Professor HASKINS.] 
History of Political Theories. Halfcourse. Assistant Professor MUNRO.]} 








